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The people pictured here and on the cover represent the best of what
we do — excellence in patient care, excellence in service, excellence in
financial results. Each one is a leader, helping to motivate others around
them to attain the same high standards. And each is a recipient of one
of Tenet's annual awards recognizing the best of the best for 2002.
These eight people are just a sample of the 94 winners of this year's
awards for outstanding hospital Chief Executive Officers, Chief Financial
Officers, Chief Nursing Officers and corporate team members, as well
as the Chairman Award for outstanding caregivers. These are the
people of Tenet.

They are the Tenet Difference.

Front cover from left to right: Outstanding Chief Nursing Officer Linda K. Mercier,
Houston Northwest Medical Center; Circle of Excellence award winner Paul S. Viviano, CEO of
USC University Hospital; Outstanding Chief Financial Officer Margaret M. Gill, North Shore Medical
Center; Outstanding Teamwork award winner Patricia D. Kirnon, Manager, Quality, Tenet Service
Center; Chairman Award winner Gary J. Orrell, Patient Care Associate, MetroWest Medical Center
Leonard Morse.

Inside cover from left to right: Circle of Excellence award winner Thomas E. Casaday, CEQ
Providence Memorial Hospital and Sierra Medical Center; Outstanding Chief Nursing Officer
Darlene R. Wetton, Alvarado Hospital Medical Center; Qutstanding Chief Financial Officer
Steven R. Maekawa, Century City Hospital and Midway Hospital Medical Center.




LETTER 7@ THE SHARENOLDERS
Chalrman and Chief Exeeutive Officer jeffray C. Barbakow

Fiscal 2002 was a terrific year for Tenet.
In fact, it was the best in our company’s history— so far.

The energy we unleashed three and a half years ago through our intense focus on
improving and growing our company continues to drive Tenets! financial and
operational performance to record levels. Look at some of the highlights of our year:

o [Earnings per share from operations before special items were up 42 percent over
the prior year, to $2.17. Net income from operations before special items was up
45 percent, to $1.09 billion.2

* Admissions at our hospitals increased 2.4 percent on a same-facility basis over
the prior year.

¢ Both operating and pretax margins before special items hit new company highs
— to 15.8 percent and 13.4 percent, respectively.

¢ Cash flow from operations totaled $2.32 billion, up 27 percent over last year.

e We reinvested a record $889 million in capital expenditures, acquired five
new hospitals, executed a share repurchase program and still reduced debt by
$209 million.

Looking back just a few years, the company’s financial transformation is clear. Since
fiscal 1999, we've paid down $2.4 billion of debt and dramatically strengthened the

balance sheet. Accordingly, last fall, all three major ratings agencies raised their
ratings on Tenet's debt to investment grade. We quickly took advantage of the new
ratings— and a historically low interest rate environment —

to refinance most of our public debt. In doing so,  pebt Down

we locked in lower interest rates and doubled our , $2.4 Billion Since FY99

average maturity. Reflecting the debt repayments and

refinancings, interest expense declined $129 million 22 -

in the year and key balance sheet ratios continued to s4 : o :—:—_:
strengthen. Our debt-to-EBITDA (earnings before $3|_ ‘ e
interest, taxes, depreciation and amortization) ratio s2| o L ; L
dropped from 3.5 in 1999 to 1.4 today. Qur coverage sl a) —ﬂ L »——J L.
ratio, or EBITDA-to-net-interest expense, rose from SOl L.

. . FY98 FY0O FYOL FYO02
3.8 to 8.6 over the same timeframe. Simply put, our Total Debt (3 billions)

balance sheet has never been stronger.

A year ago, | said that the operational improvements we have made internally and
the initiatives we are pursuing, together with an improving external environment,
had set the stage for an extended period of outstanding growth for Tenet.

That is proving to be the case.

Quarter after quarter, we've demonstrated across-the-board improvements in
virtually all areas of our operations, and throughout the income statement, the
balance sheet and the cash flow statement. The consistency has been remarkable.

1 All references to “Tewet” and the “company” mean Tenet and its consolidated subsidiaries.

2 For a reconciliation of these performance measures with corresponding measures as determined under
accounting principles generally accepted in the United States, please see page 10.
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We've now delivered 10 straight quarters of growth in earnings per share of
20 percent or better. The most recent five quarters have been even more impressive
— exceeding 30 percent.

This consistency has dramatically increased the value of our company over the last
12 months and brought us independent recognition of our efforts. It's a wonderful
testament to our success that Business Week magazine recently named us among the
top 50 performers for 2001 from all of the S&P 500 companies. We ranked in their
very top category for one-year and three-year total return to shareholders and for
one-year and three-year profit growth.

The key to our success is our intense focus on those things that make an outstanding
hospital: creating a true service culture in our hospitals; making our hospitals the
preferred places for the best caregivers to work; creating demonstrable ways to
improve the quality of care; developing and enhancing core clinical programs, and
carefully managing the complexities of our business to ensure that we are paid
appropriately for the care we provide and that we have the financial resources
available to reinvest and continually improve our operations.

This is a highly complex business. Success is dependent upon correctly managing
a myriad of details — both operational and financial. We are fortunate to have on
the Tenet team many experts in their respective fields; people who can help us to
determine best practices in each distinct arena, then help migrate those best practices
to all our hospitals and business offices. The depth of this expertise is one of our major
competitive advantages.

To make sure we maintain our momentum in fiscal 2003 and beyond, we continue
to challenge our hospitals and our employees every day to reach new heights in their
performance. By continually raising the bar and testing ourselves against ever-higher
standards, | believe we can continue to achieve excellent outcomes for our patients,
physicians, employees and shareholders.

Bringing Customer Service to Health Care

One of our key goals is to bring a true customer service culture to our hospitals.

For many years, health care in the U.S. has been fraught with frustrations for
patients, physicians and employees. We aim to change this, We are working to
differentiate Tenet hospitals as better places to work, better places to practice
medicine and better places to receive care.

In fiscal 2002, we completed implementation of our innovative Target 100 program.
Target 100 seeks to achieve 100 percent satisfaction among our patients, physicians
and employees.

Clearly, it's working.

Companywide, patient, employee and physician satisfaction rates are all up since we
first piloted Target 100 two and a half years ago. In fiscal 2002, our overall patient
satisfaction rating reached 94 percent.

&




LETTER TO THE SHARENOLDERS
Chelrman and Chief Execytive Officer jeffrey C. Barbakow

Raising the Bfal' on But we don't want just “satisfied” patients — we want "very
Patient Satisfaction satisfied” patients. So, we're raising the bar. A satisfied

100% T T patient will likely return to our hospital, but one
80% é i who is very satisfied is likely to tell others about
60% gf % the experience. To capture this differentiation, we
40% 'g _____ E challenged our hospitals to achieve a new target on our
20% 'g EL 10-point scale: consistently scoring nines or perfect
- ﬁ’ ‘ > 10s. Already, 83 percent of our patients surveyed give us

[FYOZ‘ FY02 those exemplary ratings. And we aim to raise that percent-
age even higher.

Investing in Nurses

At the same time that we are working to create a true customer service culture in our
hospitals, we face a serious challenge: an industrywide shortage of nurses. In fact,
this is perhaps the biggest challenge facing every U.S. hospital today, and it is not
easily solved.

We're working to recruit more people into the nursing profession. For example, we're
instituting a program under which Tenet may pay off over time student loans of
nurses who come to work at one of our hospitals after graduation. Additionally, with
the Tenet Healthcare Foundation, Tenet’s charitable-giving arm, we're promoting
nursing as a career among minorities that historically have been underrepresented in
the profession. In Los Angeles, Tenet and the foundation awarded a four-year,
$1 million grant to provide scholarships for Latino nursing students. And in Florida,
we've awarded more than $350,000 over several years to two colleges to help them
hire more nursing instructors.

We're also working to position our hospitals to best compete for the available pool
of nurses. There may not be enough nurses to staff all LS. hospitals, but there are
enough to staff all of Tenet's hospitals— so, we need to ensure that our hospitals are
where the best nurses choose to work.

Our companywide Employer of Choice initiative offers a wide range of programs —
including competitive salaries and benefits, online continuing education courses,
mentoring programs and leadership training— designed to help our hospitals recruit
and retain nurses. We're committed to fostering a culture at our hospitals that
empowers employees and ensures their voices are heard. We're also committed to
making sure they have the tools they need to do their job.

We believe Target 100 and our Employer of Choice initiative have had a significant
impact on reducing nurse turnover rates at our hospitals. For example, in
Birmingham, Ala., our Brookwood Medical Center cut its nurse turnover rate almost
in half despite strong competition for the limited number of nurses available. It's a sim-
ilar situation in Philadelphia, where Hahnemann University Hospital— a complex
teaching hospital and trauma center— was able to reduce its R.N. turnover rate from
26 percent to less than 16 percent.

Companywide, our nurse turnover rate declined three percentage points over the
prior year— an indication that our Employer of Choice strategy is working.
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Measuring, Managing and Demonstrating Quality of Care

There's a lot of talk these days about quality of care. Payors talk about insurance
products that tier hospitals based on quality. Employer groups talk about quality
initiatives that can be easily understood by consumers. The efforts are commendable,
but they lack a critical element: accurate, scientifically valid measures of quality.

At Tenet, we've already devoted a great deal of time and energy over the past several
years to addressing this issue. We now have enough hard, scientific data from our
38 Parinership for Change hospitals to show that we're saving lives and improving
patient outcomes. The Partnership for Change initiative, which we first piloted

two and a half years ago, provides our physicians with real-time evidence about
their practice patterns, as well as comparisons with accepted clinical standards,
using clinical data that our proprietary data collection system gathers from the
participating hospitals and from other clinical studies. With this data, we can

develop and track best practice protocols and tailor hospital processes to meet

these protocols.

For example, our Partnership for Change hospitals have implemented best practice
protocols to help ensure that all heart-attack patients receive aspirin and/or beta-
blockers within 24 hours of admission, where appropriate. These treatments are

proven to significantly reduce mortality.
The results speak for themselves.

By the end of June 2002, 95 percent of heart-attack
patients at our Partnership for Change hospitals
received aspirin within 24 hours and 90 percent
received beta-blockers within 24 hours. For
comparison, consider the national norms. The
closest available comparison we know of is a study
published in the March 2002 issue of The Journal of
the American Medical Association, which tracked the

100%
80%
60%
40%
20%

0%

administration of these medications within 48 hours—
twice our targeted timeframe. In that study, only 72 percent of

heart-attack patients received aspirin within 48 hours, and only 50 percent received
beta-blockers. Yet studies show these two simple measures save lives. In our
Partnership for Change hospitals, we've seen a significant reduction in mortality in

certain subsets of patients through these protocols.

Tenet Exceeds Benchmark
On Heart Protocols
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Aspirin  Beta Blockers
7 Tenet's Partnership for Change
B National Benchmark

And that’s for just one diagnosis group. Results for our two other major areas of
focus — reducing mortality rates for coronary artery bypass surgery patients and
improving treatments for patients with community-acquired pneumonia — have

been similarly noteworthy.

Throughout fiscal 2003, we'll be rolling out the Partnership for Change to all of our
hospitals. We're also going to expand the diagnosis-related groups covered by the

program to include all surgical procedures.

®




LETTER TO THE SHAREHOLDERS
Chalrmen end Chief Executive Officer jeffrey C. Barbakow

All our Partnership for Change protocols are created from evidence-based, scientific
study. We know that they improve patient outcomes and save lives. This is good for
our patients. It's also good for our business— it promotes efficient, effective medicine
that saves unnecessary costs. It's also just one more way to demonstrate how we are
making Tenet hospitals the preferred places for patients to receive treatment.

Focusing on Core Services

Another way we are improving our hospitals is by developing and enhancing core
clinical programs like cardiology, neurology and orthopedics. More recently, we
have expanded into oncology as well.

Several of our earlier investments in these areas generated significant growth in
fiscal 2002. For example, at Des Peres Hospital in St. Louis, a new outpatient cardiac
catheterization lab, a new Medical Arts Pavilion, and an operating room renovation
all contributed to remarkable growth in admissions this fiscal year. The new cath lab
has helped generate an overall 37 percent increase in diagnostic catheterizations.
The new Medical Arts Pavilion and renovated operating room have helped drive
orthopedic admissions up 30 percent and overall admissions up by 24 percent over
the prior fiscal year.

During the year we opened additional service enhancements that will generate
future growth. For example, at Saint Louis University Hospital we opened a new
$10 million cancer center that combines the latest advances in research, prevention
and education with personalized care. And in New Orleans, we invested $10 million
in the New Orleans Surgery and Heart Institute, a four-story "heart hospital within
a hospital” at Memorial Medical Center.

Mix Shift Qur efforts to grow higher-acuity clinical programs have
Driving Unit Revenues caused a shift in our business mix. During the year, on
% Change in FY02 1. . .
Same-Facility Patient Days a same-facility basis, acute care patient days rose
9% . 4.7 percent while subacute days declined 1.7 percent.
p Yy
6% . Perhaps even more telling, same-facility patient days
- ?g o rose 7.0 percent in the intensive care and cardiac
o ; el
€ |3 care arena.
0% .9 LT
3% - Because high-acuity services generate higher revenues,
this mix shift contributed to robust unit revenue trends
Reves Revileh  throughout the year. This effect, combined with continued

strong reimbursement trends, pushed same-facility patient
revenue per admission up 12.9 percent in the year. This, in turn, helped generate very
strong top-line trends. This is no accident, but a very deliberate part of our strategy.

All of these enhancements will better position Tenet to meet the growing health care
needs of the communities we serve, and particularly the growing needs of the baby
boom generation. The baby boomers are entering the phase of life when the need
for hospital care rises. This huge population of aging Americans is more than
80 million strong, representing fully one-third of the UL.S. population. We believe
that they will transform the health care industry.

TENET HEALTHCARE CORPORATION and Subsidiaries @




-
AJ

Expanding Services, Facilities and Networks

The baby boomers already are impacting our business. Quarter after quarter, we
continue to see our highest rates of admissions growth among the baby boom age
groups. In fiscal 2002, same-facility admissions rose 6 percent among those aged
41-t0-50, and more than 5 percent for those aged 51-to0-60. And the effect is just
beginning. We are now experiencing capacity constraints

in several of our hospitals around the country. As the Aging Populace Requires

baby boom generation ages, needing increasingly More Hospitalization
4,000
3,500 @ Days of Care

3000 | & Hospital Discharges

2,500 | ...
2,000 _
1,500
1,000
500

0

more health care services, we expect capacity

constraints to become more and more common.

During fiscal 2002, we invested in several
capacity and service expansions at hospitals
that were struggling to meet the demand for

Baby Boomers

Rate per 1,000 Popuiation

their services. For example, at Redding Medical
Center in Redding, Calif., we completed a $55
million expansion project, adding additional

beds to a four-story patient tower that opened in Age in Years

: Source: National Hospital Discharges Survey,
ﬁsca] 2000. Center for Disease Controf & Prevention, 1999.

We've also continued to invest in innovative programs that

enable our hospitals to distinguish themselves in their markets. We opened our
first two TenetCare outpatient diagnostic and treatment centers in fiscal 2002, in
New Orleans and St. Louis. Baby boomers are notoriously demanding consumers
and these centers are designed with them in mind, emphasizing superior customer
service and personalized care in comfortable surroundings. We plan to open at
least nine additional TenetCare sites in fiscal 2003.

Additionally, we pursued acquisitions that enhanced our existing hospital networks.
The two Intracoastal Health Systems hospitals in West Palm Beach, Fla., that we
acquired in July 2001 have made us the largest provider in South Florida.
In October, we completed the acquisition of St. Alexius Hospital, enhancing our
growing, five-hospital network in St. Louis. And our acquisition in December of the
Daniel Freeman Hospitals creates a stronger network in southwest Los Angeles.
All five of the hospitals we acquired in fiscal 2002 were losing money when we
acquired them. By the end of our May quarter, these hospitals as a group had
achieved an EBITDA margin of almost 12 percent. Restoring health to ailing
hospitals is one of Tenet's core competencies.

In two of our markets, we are meeting the communities’ needs by building new
hospitals in adjacent, fast-growing suburbs. In July 2001, we opened a new, 150-bed
hospital in Weston, Fla., in partnership with The Cleveland Clinic Florida, a branch
of the renowned Cleveland Clinic. Additionally, we broke ground for a new
90-bed facility in Bartlett, Tenn., near Memphis, where we own 651-bed Saint
Francis Hospital.




LETTER TO THE SHAREHOLBERS
Chalrmen and Chief Exeeutive Officer jeffrey C. Barbekeow

Generating Robust Cash Flow

These enhancements in our programs, services and facilities are possible because our
financial performance has enabled us to fund the necessary strategic investments.
The key has been remarkable, ongoing improvement in receivables days outstanding
and cash flow. Companywide, accounts receivable days outstanding declined almost
nine days this year alone, dropping below 60 days. Contrast that to just over two
years ago when days outstanding peaked at 82.

This was no easy feat.

As with our best practices for our Target 100, Employer of Choice and Partnership
for Change programs, we first began with an in-depth analysis of the problem. Once
we fully understood the issues, we created and implemented initiatives to address
them. These initiatives include toolkits and best practices that cover virtually all
aspects of the contracting, admitting, billing and collections functions. Today, we
continue to apply and fine-tune the wide range of initiatives we launched two and a
half years ago.

For example, on a same-facility basis two years ago, 12.8 percent of our Medicare
accounts receivable remained outstanding after 60 days. But 27 of our hospitals
reported this measure below 6 percent. So, we challenged the rest of our hospitals
to at least match that figure. They responded so well that we exceeded our target.
On a same-facility basis, only 4.6 percent of our Medicare accounts receivable
remained unpaid after 60 days when we ended fiscal 2002.

As a result of this focused management of all aspects of

. . . . . ‘ll . !
contracting, admitting, billing and collecting, we've Record Cash Flow

dramatically improved cash flow. Since 1999,

cash flow from operations has nearly quadrupled zgggg
to $2.32 billion. During the same timeframe, 51'500 B
free cash flow— defined as cash flow from SlVOOO '———’: ‘i j
operations, less capital expenditures— has éSOO T ‘_ !
gone from negative to $1.43 billion. And that's 50 —“1 17 mﬁ [a* B
after a record rate of reinvestment in fiscal 2002. FYSS FYGO FYOL FY02
Net Cash from Operating Activiti
We have come a long way. ($ millions)

Changes To The Board

There were two notable changes to Tenet's board of directors during the first
quarter of fiscal 2003.

In July, Michael H. Focht Sr. retired from the board. I'm especially grateful for the
nearly 24 years of dedicated service that Mike gave this company. Mike served as
President and Chief Operating Officer until 1999 and has been a member of the
board since 1990. Mike's personal integrity and commitment to the highest ethical
standards were a hallmark of his time at Tenet and we've all benefited greatly from
his leadership.

TENET HEALTHCARE CORPORATION and Subsidiaries

es

@




Its my privilege to welcome to the board Ménica C. Lozano, President and Chief
Operating Officer of La Opinidn, the largest Spanish-language daily newspaper in
the United States. Mdnica's strategic vision, her experience as an independent
outside director, her keen community insights and her deep understanding of the
challenges facing business today will be invaluable to Tenet.

Integrity

We've emphasized high ethical standards at Tenet for many, many years. Ethical
behavior is central to our culture and we continually reinforce it in many ways,
including providing annual ethics training for every employee and member of the
board of directors. With all the questions that have been raised about corporate
credibility in recent months, | take considerable comfort in that fact.

As investors are rightly questioning many things that they
previously took for granted, | think it's important to look

High-Quality Earnings
at the quality of Tenet’s earnings. In fiscal 2002, our ghQuality &

. A . $5
earnings from operations before special items were $4.60

$2.17 per share. Our cash flow from operations was >4 ;

$4.60 per share. Our free cash flow from $3 1 5283
operations— after a 48 percent increase in capital s2 | EPS from Ops $2.17

spending — was $2.83 per share. In other words, free 81 | |
cash flow per share was 1.3 times our earnings per 0 ! J
share before special items. | believe that's an excellent Operating _ Free

.. . . . Cash Flow Cash Flow
icator of the very high li r earnings.
indicator of the very high quality of ou nings FY02 Per Share Results

Looking Ahead

This has been a year to remember for all of us at Tenet. Together, we have seen the
fruits of our hard work and our disciplined focus. For me personally, it was a very
special year. | was fortunate to fulfill my own commitment to visit every one of our
hospitals within the year, and [ can easily say that it truly was one of the most
inspirational and satisfying experiences | have ever had.

In my travels, | met countless Tenet employees. | was deeply moved by their
commitment to their chosen profession. Every great organization is defined by the
quality of its people. At Tenet, [ believe we're fortunate to have some of the finest care-
givers working in health care today. We also have outstanding leaders who support
the efforts of our caregivers— and challenge them to achieve even greater results.

Through all of our efforts, | believe Tenet has already proven itself as a force for
positive change in our industry and | thank you for your continued support.

(. Coudalnl

Jeffrey C. Barbakow
Chairman and Chief Executive Officer

Sincerely,




SELECTED FINANCIAL DATA

Dollars in Miliions, Except Per Share Amounts (1)

1 OPERATING RESULTS Years Ended May 31
1998 1999 2000 2001 2002
Net operating revenues $ 9895 ¢ 1080 § 1414 § 12053 § 13913
Operating Expenses:
Salaries and benefits 4,052 4,412 4,508 4,680 5,346
Supplies 1375 1525 1,595 1677 1,960
Provision for doubtful accounts 588 743 851 849 986
Other operating expenses 2,07 2342 2525 2,603 2,824
Depreciation 347 421 4an 428 472
Amortization 13 135 122 126 132
Impairment and other unusual charges 221 363 355 143 89
Operating income 1.128 939 1,047 1.547 2,094
Interest expense (464) (485) (479) {456) (327)
Investment earnings 22 27 22 37 32
Minority interests in income of consolidated subsidiaries (22) (7) (21) (14} (38}
Net gains (losses) on disposals of facilities and long-term investments (17) - 49 28 -
Income from continuing operations before income taxes 647 474 618 1,142 1,761
Income taxes (269) {229) (278) (464) {738)
Income from continuing operations 378 249 340 $ 678 $ 1,025
Basic earnings per common share from continuing operations $ 082 0.53 073 $ 1.4 $ 209
Diluted earnings per :ommon share from continuing operations $ o8 $ 053 $ 072 $ 139 § 204
‘[1) All periods have been adjusted to reflect a 3-for-2 stock split declared in May 2002. |
l BALAKCE SHEET BaTA) s of May 31
1998 1999 2000 2001 2002
Working capital $ 1182 $ 1940 $ 1682 $ 1060 $ 810
Total assets 12,774 13,771 13,161 12,995 13,814
Long-term debt, net of current portion 5829 6,391 5,668 4,202 3,919
Shareholders' equity 3,558 3,870 4066 5,079 5619
C 1
[ CASE Lo @&?&} Years Ended May 31
1998 1999 2000 2001 2002
Cash provided by operating activities $ 403 § 52§ 863 § 1818 § 2315
Cash used in investing activities (1,083} (1,147) (36) (574) (1,227)
Cash provided by (used in) financing activities 668 571 (727) {(1,317) (1.12)
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MANAGEMENT S DISCUSSION & ANALYSIS OF
FIRARNCIAL CORDITION AND RESULTS OF OPERATIONS

RESULTS OF OPERATIONS

On a same-facility basis, net patient revenues improved 13.7%, admissions were up 2.4%
and net inpatient revenue per admission improved 12.9% over last year. Total company
operating margins (the ratio of operating income to net operating revenues) increased
from 12.8% to 15.1%. Net cash provided by operating activities increased by $497 million
during the year to $2.32 billion.

The Company reported income from continuing operations before income taxes of
$618 million in 2000, $1.14 billion in 2001 and $1.76 billion in 2002. The unusual items
affecting the results of continuing operations in the last three years are shown below:

Dollars in Millions

[ EFFECT ©F UHUSUAL [TEHS)

2000 2001 2002
Impairment and other unusual charges $ (355) $ (143) $  (99)
Net gains on sales of facilities and long-term investments 49 28 -
Net pretax impact (306) (115) {99) l
Net after tax impact (229) (74) (66)
Diluted earnings per share from continuing aperations 072 1.39 204
Diluted per share impact (0.49) {0.14) (0.13)

Earnings per share from aperations before special items $ 1.2 $ 1.53 $ 217

Excluding the items in the table above, income from continuing operations after income
taxes (referred to as “net income from operations before special items” in the Chairman's
Letter to the Shareholders on page 1 of this report) would have been $569 million in 2000,
$752 million in 2001 and $1.09 billion in 2002 and diluted earnings per share from
continuing operations (referred to as “earnings per share from operations before special
items” in the Chairman’s Letter to the Shareholders) would have been $1.21, $1.53 and
$2.17, respectively.

Results of operations for the year ended May 31, 2002 include the operations of two
general hospitals acquired in 2001, five general hospitals acquired in 2002 and a new 51%
owned general hospital opened after May 31, 2001, and exclude, from the dates of sale or
closure, the operations of one general hospital and certain other facilities sold or closed
since May 31, 2001. Results of operations for the year ended May 31, 2001 include the
operations of one general hospital acquired in 2000 and two general hospitals acquired in
2001 and exclude, from the dates of sale or closure, the operations of one general hospital
and certain other facilities sold or closed since May 31, 2000.




The following is a summary of operating income for the past three fiscal years:

l OPERATING (NCOME)

2000 2001 2002 2000 2001 2002
" (Doliars in Miltions) (3 of Net Operating Revenues)
Net Operating Revenues:
Domestic general hospitals (! $10,666 $11542 $13,488 93.49%  958%  96.9%
Other operations (2 748 51 425 6.6% 4.2% 3.1%
$11,414 $12,053 $13,913 100.0% 100.0% 100.0%
\ e :
Operating Expenses:
Salaries and benefits 4,508 4,680 5,346 39.5% 38.8% 38.4%
Supplies 1,595 1,677 1,960 14.0% 13.9% 14.1%
Pravision for doubtful accounts 851 843 986 7.5% 7.0% 7.1%
Qther operating expenses 2,525 2,603 2,824 22.1% 21.6% 20.3%
Depreciation 41 428 472 3.6% 3.6% 3.4%
Amortization 122 126 132 1.0% 1.0% 0.9%
Operating income before impairment
and other unusual charges 1,402 1,690 2,193 12.3%  14.0%  15.8%
Impairment and other unusual charges 355 143 99 31% 1.20% 0.7%

Operating income $ 1,047 $1,547 § 2,094 9.20% 12.8% 15.1%

(1) Net operating revenues of domestic general hospitals include inpatient and outpatient revenues, as well as nonpatient
revenues, primarily rental income and services such as cafeteria, gift shops, parking and other miscellaneous revenue.

(2) Net operating revenues of other operations consist primarily of revenues from (i) physician practices; (i) rehabilitation
hospitals, long-term-care facilities, psychiatric and specialty hospitals, all of which are located on or near the same
campuses as the Company's general hospitals; (iii) the Company’s hospital in Barcelona, Spain; (iv) health care joint
ventures operated by the Company; (v) subsidiaries of the Company offering managed care and indemnity products;
and (vi) equity in earnings of unconsolidated affiliates.

TENET HEALTHCARE CORPQRATION and Subsidiaries




The table below sets forth certain selected historical operating statistics for the Company’s
domestic general hospitals:

OPERATING STATISTICS Increase

2001 to 2002

Number of hospitals (at end of period) 110 111 16 5
Licensed beds {at end of period) 26,939 27,277 28,667 5.1%
Net inpatient revenues (in millions) $7.029 $7.677 $9,140 19.1%
Net outpatient revenues (in millions) $3,394 $3,603 $4,108 14.0%
Admissians 936,142 939,601 1,001,036 6.500
Equivalent admissions @ 1,351,295 1,341,138 1,429,552 6.6%
Average length of stay (days) 52 53 5.3 -
Patient days 4,888,649 4,936,753 5335919 8.1%
Equivalent patient days (2 6,975,306 6,956,539 7,516,306 8.0%
Net inpatient revenues per patient day $1,438 $1,555 $1,713 10.20%
Net inpatient revenues per admission $7,508 $8,170 $9,131 11.8%
Utilization of licensed beds 46.8% 50.0% 51.69% 1.6% (1
Cutpatient visits 9,276,372 9,054,117 9,320,743 2.9%

(1) The change is the difference between the 2001 and 2002 amounts shown.

(2) Equivalent admissions/patient days represents actual admissions/patient days adjusted to include outpatient and emergency
room services by multiplying actuat admissions/patient days by the sum of gross inpatient revenues and outpatient revenues
and dividing the result by gross inpatient revenues.

The table below sets forth certain selected operating statistics for the Company’s domestic
general hospitals, on a same-facility basis:

SELECTED ORPERATING STATISTICS

2001 2002 Increase (Decrease)
Average licensed beds 26712 26,563 (0.6)%
Patient days 4,891,119 5,075,670 3.8%
Net inpatient revenue per patient day $ 1,559 $ 1737 11.4%
Admissions 929,778 952,202 2.4%
Net inpatient revenue per admission $ 8201 $ 9,259 12.9%
Qutpatient visits 8,963,138 8,857,252 (1.2)%
Average length of stay {days) 53 53 -
= )
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The table below sets forth the sources of net patient revenue for the Company’s
domestic general hospitals:

[ NET PATIENT REVENUES)] Increase (Decrease)
2000 2001 2002 2001 to 2002!")
Medicare 32.6% 30.8% 31.8% 1.0%
Medicaid 8.3% 8.2% 8.6% 0.4%
Managed care 40.7% 433% 43.9% 0.6%
Indemnity and other 18.4% 17.7% 15.7% (2.0)%

: - I |

(1) The change is the difference between the 2001 and 2002 amounts shown.

The Company's focus on expansions and additions of higher-revenue core services, such as
cardiology, orthopedics and neurology, has led to increases in inpatient acuity and intensity
of services. Total-facility admissions increased by 6.5% compared to 2001. These are the

main factors that contributed to a 19.1% increase in net inpatient revenues in 2002 as
compared to 2001. The Company's net outpatient revenues on a total-facility basis
increased by 6.2% during 2001 compared to 2000 and increased 14.0% during 2002
compared to 2001. The Company is continuing to see increased outpatient surgery and
outpatient diagnostic procedures, which provide higher per-visit revenue, along with a
declining home health business, which provides lower per-visit revenue.

One of the most significant trends in recent years has been the improvement in net
inpatient revenue per admission. On a total-facility basis this statistic increased 11.8% and
on a same-facility basis it increased by 12.9%, reflecting a shift in the Company's business
mix to the higher-acuity services mentioned above and continued strong reimbursement
trends. Same-facility subacute patient days, which generate lower revenues, declined 1.7%
during 2002 compared to 2001, while higher-revenue intensive care and cardiac care
patient days rose 7.0%. Driven by reductions in Medicare payments under the Balanced
Budget Act of 1997, the Company’s Medicare revenues declined steadily through the end
of September 2000. As a result of the Balanced Budget Refinement Act, the Company
began to receive improved Medicare payments on October 1, 2000. This trend continued
with the implementation of the Medicare, Medicaid and SCHIP Benefits Improvement and
Protection Act of 2000, which became effective in April 2001.

The pricing environment for managed care and other nongovernment payors also has
improved and the Company expects this trend will continue throughout the next fiscal
year as it renegotiates and renews contracts with improved terms.

In fiscal 2000, the Company implemented a program designed to improve patient,
physician and employee satisfaction by building a true customer-service culture. The
program, which is called Target 100, consists of action teams in each hospital that address
the concerns of patients, physicians and employees — the Company’s primary customers.
The Company believes the recent improvement in volume trends is attributable, in part, to
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the implementation of this new program. In addition,
the Company is experiencing significant admissions
growth in the 41-to-50 and 51-to-60 baby boomer age
groups. As these baby boomers age, their demand for
health care will continue to grow.

To address all the changes impacting the health care
industry, while continuing to provide quality care to
patients, the Company has implemented strategies to
reduce inefficiencies, create synergies, obtain additional
business and control costs. Such strategies have
included acquisitions and the sales or closures of
certain facilities, enhancement of integrated health
care delivery systems, hospital cost-control programs
and overhead-reduction plans. Further acquisitions
and sales or closures of facilities and implementation of
additional cost-control programs and other operating
efficiencies may be undertaken in the future.

Net operating revenues from the Company's other
operations were $748 million in 2000, $511 million in
2001 and $425 million in 2002. The decreases are
primarily the result of terminations and contract
expirations of unprofitable physician practices and
sales of facilities other than general hospitals.

Salaries and benefits expense as a percentage of net
operating revenues was 39.5% in 2000, 38.8% in 2001
and 38.4% in 2002. The decreases have primarily
resulted from continuing cost-control measures,
improved labor productivity and the outsourcing of
certain hospital services. In addition, these costs have
not grown at the same rate as revenues from managed
care and other nongovernment payors. This trend is
expected to continue, despite the pressures created by
the current nursing shortages throughout the country.

Supplies expense as a percentage of net operating
revenues was 14.0% in 2000, 13.9% in 2001 and
14.1% in 2002. The Company controls supplies
expense through improved utilization, by improving
the supply chain process and by developing and
expanding programs designed to improve the purchase
of supplies through Broadlane, Inc., its majority-owned
subsidiary that provides group-purchasing and other
supplies-management services.

The provision for doubtful accounts as a percentage of
net operating revenues was 7.5% in 2000, 7.0% in
2001 and 7.1% in 2002. The Company continues to
focus on initiatives that have improved cash flow,
including improving the process for collecting

receivables, pursuing timely payments from all payors,
standardizing and improving contract terms and
billing systems and developing best practices in the
patient admission and registration process. Accounts
receivable days outstanding declined from 68.4 days
at May 31, 2001 to 59.7 days at May 31, 2002.

Other operating expenses as a percentage of net
operating revenues were 22.1% in 2000, 21.6% in
2001 and 20.3% in 2002. This decrease, despite
significant increases in malpractice expense, is
primarily because many of these expenses are fixed
and, as a result, the percentage has declined with the
increase in revenues over the prior years. Malpractice
expense was $120 million in 2000, $144 million 2001
and $240 million in 2002. Due to unfavorable pricing
and availability trends in the professional and general
liability insurance markets and increases in the
magnitude of claim settlements, malpractice expense
has risen significantly. The Company expects this
trend may continue unless meaningful tort reform
legislation is enacted.

Depreciation and amortization expense was
$533 million in 2000, $554 million in 2001 and
$604 million in 2002, The
primarily due to increased capital expenditures,
acquisitions and the opening of new hospitals in
2001 and 2002. Goodwill amortization in 2002 was
approximately $101 million, or $0.17 per share after
taxes. On June 1, 2002 the Company adopted new
accounting standards for goodwill and other

increases were

intangible assets in accordance with Statement of
Financial Accounting Standards No. 142. Accordingly,
after May 31, 2002, goodwill will no longer be
amortized but instead will be assessed for impairment
at least annually. Additionally, this standard included a
preadoption measure requiring the cessation of good-
will amortization for acquisitions consummated after
June 30, 2001, the effect of which was not material.
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The Company has not yet completed its initial
transitional tests for impairment of goodwill, but, in
accordance with the new accounting standards, expects
to have completed the evaluation by November 30,
2002. Any impairment loss recognized as a result of
this transitional impairment test would be recorded, net
of tax, as the effect of a change in accounting principle.
Any future impairments to the carrying amount of
goodwill would reduce operating income.

Impairment of long-lived assets and other unusual
charges of $355 million, $143 million and
$99 million were recorded in fiscal 2000, 2001 and
2002, respectively,

The Company begins its process of determining if its
long-lived assets are impaired (other than those related
to the elimination of duplicate facilities or excess
capacity) by reviewing the three-year historical and
one-year projected cash flows of each facility.
Facilities whose cash flows are negative and/or trending
significantly downward on this basis are selected
for further impairment analysis. Future cash flows
{undiscounted and without interest charges) for these
selected facilities are estimated over the expected
useful life of the facility, taking into account patient
volumes, changes in payor mix, revenue and expense
growth rates and reductions in Medicare reimburse-
ment and other payor payment patterns, which
assumptions vary by type of facility. Over the past
several years these factors have caused significant
declines in cash flows at certain facilities such that
estimated future cash flows were deemed inadequate
to recover the carrying values of the related long-
lived assets. Continued deterioration of operating
results for certain of the Company's physician
practices also led to impairment and restructuring
charges. Impairment charges have resulted in
subsequent minor reductions in depreciation and
amortization expense.

In addition to striving to continually improve its
portfolio of general hospitals through acquisitions, the
Company divests, from time to time, hospitals that are
not essential to its strategic objectives. For the most
part, these facilities are not part of an integrated
delivery system. The size and performance of these

facilities vary, but on average they are smaller, with
lower margins. Such divestitures allow the Company
to streamline its organization by concentrating on
markets where it already has a strong presence.

Over the past several years, the Company’s
subsidiaries have employed or entered into at-risk
management agreements with physicians. A significant
percentage of these physician practices were
acquired as part of large hospital acquisitions or
through the formation of integrated health care
delivery systems. Many of these physician practices,
however, were not profitable. During the latter part of
fiscal 1999, the Company undertook the process of
evaluating its physician strategy and began to develop
plans to divest, terminate or allow to expire a number
of its existing unprofitable physician contracts. During
fiscal 2000, Company management, with the authority
to do so, authorized the termination, divesture or expi-
ration of the contractual relationships with approxi-
mately 50% of its contracted physicians. The termina-
tion, divesture or expiration of additional unprofitable
physician contracts similarly was authorized in fiscal
2001, As of May 31, 2002 the Company had exited
most of the unprofitable contracts that management
had authorized be terminated or allowed to expire.
Substantially all such remaining unprofitable contracts
will be terminated by July 31, 2002.

During the year ended May 31, 2002 the Company
recorded impairment and other unusual charges of
$99 million, primarily relating to the planned closure
of two general hospitals and the sales of certain other
health care businesses. The impairment and other
unusual charges included the write-downs of
$39 million for property and equipment, $13 million
for goodwill and $24 million for other assets. The
principal elements of the balance of the charges are
$7 million in lease cancellation costs, $5 million in
severance costs related to the termination of 691
employees, $2 million in legal costs and settlements
and $9 million in other exit costs. The Company
decided to close these hospitals because they were
operating at a loss and were not essential to the
Company’s strategic objectives.
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The impairment and other unusual charges recorded
in fiscal 2001 include $98 million related to the
completion of the Company’s program to divest,
terminate or allow to expire the unprofitable physician
contracts mentioned above. That was the final charge
for this program. Additional charges of $45 million
were related to asset impairment write-downs for the
closure of one hospital and certain other health care
businesses. The total charge consists of $55 million in
impairment write-downs of property, equipment and
other assets to estimated fair values and $88 million
for expected cash disbursements related to costs of
terminating unprofitable physician contracts, sever-
ance costs, lease cancellation and other exit costs.
The impairment charge consists of $29 million for
the write-down of property and equipment and
$26 million for the write-down of other assets. The
principal elements of the balance of the charges are
$56 million for the buyout of unprofitable physician
contracts, $6 million in severance costs related to the
termination of 322 employees, $3 million in lease
cancellation costs and $23 million in other exit costs.

The charges recorded in fiscal 2000 include
$177 million relating to the divestiture or termination
of unprofitable physician contracts and $178 million
relating to the closure or planned sale of five general
hospitals and other property and equipment.

Costs remaining in accrued liabilities at May 31, 2002
for impairment and other unusual charges include
$62 million for lease cancellations and exit costs,
$9 million in severance costs, $8 million for unfavor-
able lease commitments and $6 million in estimated
costs to buy out unprofitable physician contracts.

Interest expense, net of capitalized interest, was
$479 million in 2000, $456 million in 2001 and
$327 million in 2002. The decrease in 2001 is primarily
due to a decrease in debt, partially offset by interest
rate increases and capitalized interest during the year.
The decrease in 2002 is due to the reduction of debt
and lower interest rates. During 2001 and 2002 the
Company refinanced most of its then-existing
publicly traded debt with new publicly traded debt at
lower rates, doubling the average maturity of such
debt from five years to more than 10 years.

®

In connection with the refinancing of debt, the
Company recorded extraordinary charges from early
extinguishment of debt in the amounts of $35 million,
net of the tax benefits of $21 million, in 2001 and
$240 million, net of the tax benefits of $143 million,
in 2002. Under the provisions of Statement of
Financial Accounting Standards No. 145, issued by
the Financial Accounting Standards Board in April
2002 and adopted by the Company as of June 1, 2002,
these extraordinary charges will be reclassified in
future periods on a pretax basis as part of income from
continuing operations. The new standard generally
eliminates the previous requirement to report gains
or losses from early extinguishment of debt as
extraordinary items in the income statement.

Investment earnings of $22 million in 2000, $37 million
in 2001 and $32 million in 2002 were earned primarily
from notes receivable and investments in debt and
equity securities.

Minority interests in income of consolidated
subsidiaries were $21 million in 2000, $14 million in
2001 and $38 million in 2002, These fluctuations are
primarily related to the changes in profitability of
certain of these majority-owned subsidiaries.

The $49 million net gains from sales of facilities
and other long-term investments in 2000 comprises
$50 million in gains on sales of 17 general hospitals,
three long-term-care facilities and various other
businesses, and $61 million in gains from sales of
investments in Internet-related health care ventures,
offset by $62 million in net losses from sales of other
investments. The $28 million net gains in 2001
comprise gains from sales of investments in various
health care ventures. There were no such gains or
losses in fiscal 2002.

The Company's tax rate in 2002 before the effect of
impairment and other unusual charges was 41.3%.
The Company expects this tax rate to be
approximately 39.0% in fiscal 2003. This expected
reduction is primarily related to the cessation of
goodwill amortization discussed earlier herein.




MANAGEMENT S BISCUSSION & ANALYSIS ©F

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

&DHCAL ACCOUNTING POLICIES

The preparation of financial statements in conformity
with generally accepted accounting principles
requires management of the Company to make
estimates and assumptions that affect the amounts
reported in the consolidated financial statements and
accompanying notes. The Company regularly
evaluates the accounting policies and estimates it
uses to prepare its consolidated financial statements.
In general, those estimates are based on historical
experience and various assumptions that the Company
believes to be reasonable under the particular facts
and circumstances. Actual results may vary from
those estimates.

Critical accounting policies in general are those that
(1) involve significant judgments and uncertainties,
(2) require estimates that are more difficult for
management to determine and (3) have the potential
to result in materially different results under different
assumptions and conditions. The Company's critical
accounting policies are described below.

Revenue Recognition

Net operating revenues are recognized in the period
services are performed and consist primarily of net
patient service revenues that are recorded based on
established billing rates less applicable estimated
discounts for contractual allowances, principally for
patients covered by Medicare, Medicaid and managed
care and other health plans.

Percentages of consolidated net patient revenues for
the Company's domestic general hospitals for the past
three years are shown in the table below:

PEREENTABES OF CONSOLIDATED NET PATIENT REVENUES

2000 2001 2002

Medicare 326% 308%  31.8%
Medicaid 8.3% 8.2% 8.6%
Managed care 40.7%  433%  43.9%

Indemnity and other 184%  17.7% 15.7%

The discounts for Medicare and Medicaid contractual
allowances are based primarily on prospective payment
systems. Discounts for retrospectively cost-based
revenues, which were more prevalent in earlier periods,
are estimated based on historical and current factors
and are adjusted in future periods when settlements of
filed cost reports are received. Final settlements under
these programs are subject to adjustment based on
administrative review and audit by third parties, which
can take several years to resolve completely. Because
the laws and regulations governing the Medicare and
Medicaid programs are ever-changing and complex,
the estimates recorded by the Company could
change by material amounts. The Company records
adjustments to its previously recorded contractual
allowances in future periods as final settlements are
determined. Adjustments related to final settlements
increased revenues in each of the years ended
May 31, 2000, 2001 and 2002 by $103 million,
$4 million and $36 million, respectively.

Revenues under managed care health plans are based
primarily on payment terms involving predetermined
rates per diagnosis, per-diem rates, discounted fee-for-
service rates and/or other similar contractual
arrangements. These revenues also are subject to
review and possible audit by the payors.

Management believes that adequate provision has
been made for any adjustments that may result from
final determination of amounts earned under all the
above arrangements. There are no known material
claims, disputes or unsettled matters with any payors
that are not adequately provided for in the
accompanying consolidated financial statements.

Accruals for General and Professional Liability Risks

For years, through May 31, 2002, the Company
insured substantially all of its professional and
comprehensive general liability risks in excess of
self-insured retentions through a majority-owned
insurance subsidiary under a mature claims-made
policy with a 10-year discovery period. These self-
insured retentions were $1 million per occurrence for
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the three years ended May 31, 2002 and in prior
vears varied by hospital and by policy period from
$500,000 to $5 million per occurrence. Risks in excess
of $3 million per occurrence were, in turn, reinsured
with major independent insurance companies.
Effective June 1, 2002, the Company, along with
another unrelated health care company, formed a new
majority-owned insurance subsidiary. This subsidiary
insures professional and general liability risks, in excess
of a $2 million self-insured retention, under a first-year
only claims-made policy, and, in turn, reinsures its risks
in excess of $5 million per occurrence with major
independent insurance companies. In addition to the
reserves recorded by the above insurance subsidiaries,
the Company maintains reserves based on actuarial
estimates by an independent third party for the
portion of its professional liability risks, including
incurred but not reported claims, for which it does
not have insurance coverage. Reserves for losses and
related expenses are estimated using expected loss-
reporting patterns and are discounted to their present
value using a discount rate of 7.5%. There can be no
assurance that the ultimate liability will not exceed
such estimates. Adjustments to the reserves are
included in results of operations in the periods when
such amounts are determined. These costs are included
in other operating expenses.

Impairment of Long-Lived Assets

The Company evaluates its long-lived assets for
possible impairment whenever events or changes in
circumstances indicate that the carrying amount of
the asset, or related group of assets, may not be
recoverable from estimated future cash flows.
Measurement of the amount of the impairment, if any,
may be based on independent appraisals, established
market values of comparable assets or estimates of
future discounted cash flows expected to result from
the use and ultimate disposition of the asset. The
estimates of these future cash flows are based on
assumptions and projections believed by management
to be reasonable and supportable. They require
management's subjective judgments and take into
account assumptions about patient volumes, changes
in payor mix, revenue and expense growth rates

@®)

and changes in legislation and other payor
payment patterns. These assumptions may vary by

type of facility.

In general, long-lived assets to be disposed of are
reported at the lower of their carrying amounts or fair
values less costs to sell or close. In such circumstances,
the company's estimates of fair value are usually based
on established market prices for comparable assets.

Accounting for Income Taxes

The Company accounts for income taxes under the
asset and liability method. This approach requires the
recognition of deferred tax assets and liabilities for
the expected future tax consequences of temporary
differences between the carrying amounts and the tax
bases of assets and liabilities.

Developing the Company's provision for income
taxes requires significant judgment and expertise in
federal and state income tax laws, regulations and
strategies, including the determination of deferred tax
assets and liabilities and, if necessary, any valuation
allowances that may be required for deferred tax
assets. The Company has not recorded any valuation
allowances as of May 31, 2002 because management
believes that future taxable income will, more likely
than not, be sufficient to realize the benefits of those
assets as the temporary differences in basis reverse
over time. The Company's judgments and tax strategies
are subject to audit by various taxing authorities.
While the Company believes it has provided
adequately for its income tax liabilities in its consoli-
dated financial statements, adverse determinations by
these taxing authorities could have a material adverse
effect on the Company's consolidated financial
condition and results of operations.

Provisions for Doubtful Accounts

The Company provides for accounts receivable
that could become uncollectible in the future by
establishing an allowance to reduce the carrying value
of such receivables to their estimated net realizable
value. The Company estimates this allowance based on
the aging of its accounts receivable and its historical
collection experience by hospital and for each type
of payor.
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LIQUIDITY AND CAPITAL RESOURCES

The Company’s liquidity for the year ended May 31,
2002 was derived principally from net cash provided
by operating activities, proceeds from sales of senior
notes and borrowings under its unsecured revolving
credit agreement. The revolving credit agreement
allows the Company to borrow, repay and reborrow
up to $500 million prior to March 1, 2003 and
$1.5 billion prior to March 1, 2006.

Net cash provided by operating activities for the years
ended May 31, 2000, 2001 and 2002 was $979 million,
$1.9 billion and $2.4 billion, respectively, before net
expenditures for discontinued operations, impairment
and other unusual charges of $110 million in 2000,
$129 million in 2001 and $77 million in 2002.

On March 1, 2001, the Company entered into a
new senior unsecured $500 million 364-day credit
agreement and a new senior unsecured $1.5 billion
five-year revolving credit agreement (together, the
“credit agreement”). The credit agreement replaced
the Company's $2.8 billion five-year revolving bank
credit agreement that would have expired on January
31, 2002. It extended the Company's maturities,
offered efficient pricing tied to quantifiable credit
measures and has more flexible covenants than the
previous credit agreement. On February 28, 2002, the
"~ Company renewed the 364-day agreement for another
364 days.

Management believes that future cash provided by
operating activities, the availability of credit under
the Company’s credit agreement and, depending on
capital market conditions, other borrowings and/or
the sale of equity securities should be adequate to
meet known debt-service requirements and to
finance planned capital expenditures, acquisitions
and other presently known operating needs for the
next three years.

Proceeds from borrowings under the credit agree-
ments amounted to $1.3 billion in 2000, $992 million
in 2001 and $4.4 billion in 2002. Loan repayments
under the credit agreements were $2.0 billion in
2000, $2.4 billion in 2001 and $3.5 billion in 2002.

Cash proceeds from the sale of new senior notes in
the years ended May 31, 2001 and 2002 were
$395 million and $2.5 billion, respectively.

During the vears ended May 31, 2001 and 2002, the
Company expended $556 million and $4.1 billion,
respectively, to purchase $514 million and $3.7 billion
principal amounts, respectively, of its senior and
senior subordinated notes. In connection with the
repurchase of this debt and the refinancing of the
Company's $2.8 billion bank credit agreement, the
Company recorded extraordinary charges from early
extinguishment of debt in the amount of $35 million,
net of the tax benefits of $21 million in 2001, and
$240 million, net of the tax benefits of $143 million
in 2002,

On June 20, 2002, the Company announced that it
would redeem at par the $282 million balance of its
6% Exchangeable Subordinated Notes due 2005 with
a portion of the proceeds from the issuance of new
5% Senior Notes on June 25, 2002. The proceeds of
the new notes were approximately $392 million. The
balance of the proceeds were used to retire existing
bank loans.

During fiscal 2000, 2001 and 2002, the Company
received net proceeds from the sales of facilities,
long-term investments and other assets of
$764 million, $132 million and $28 million, respec-
tively.

Capital expenditures were $619 million in fiscal 2000,
$601 million in 2001 and $889 million in 2002. The
Company expects to spend approximately $1 billion
in fiscal 2003 for capital expenditures, before any
significant acquisitions of facilities or other health care
operations. Such capital expenditures relate primarily
to the development of integrated health care delivery
systems in selected geographic areas, design and
construction of new buildings, expansion and
renovation of existing facilities, equipment and
information systems additions and replacements,
enhancement of core services and the introduction
of new medical technologies.
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During fiscal 2000, 2001 and 2002, the Company spent $38 million, $29 million and
$324 million, respectively, for purchases of new businesses, net of cash acquired.

The Company's strategy includes the prudent development of integrated health care
delivery systems, including the possible acquisition of general hospitals and related health
care businesses or joining with others to develop integrated health care delivery networks.
These strategies may be financed by net cash provided by operating activities, the
availability of credit under the credit agreement, sale of assets, and, depending on capital
market conditions, the sale of additional debt or equity securities or additional bank
borrowings. The Company’s unused borrowing capacity under its credit agreement was
$931 million at May 31, 2002.

With the retirement or substantial retirement of eight issues of senior notes and senior
subordinated notes since May 31, 2001, together with amendments to the loan covenants,
the Company has eliminated substantially all of the restrictive covenants associated with
debt issued when the Company was considered a "high yield” issuer. During fiscal 2002 the
Company's senior notes and senior subordinated notes were upgraded to investment grade.
The Company's credit agreement and the indentures governing the Company’s senior
notes and senior subordinated notes, contain affirmative, negative and financial covenants
which  have, among other requirements, limitations on (i) liens,
(ii) consolidations, mergers or the sale of all or substantially all assets unless no default
exists and, in the case of a consolidation or merger, the surviving entity assumes all of the
Company's obligations under the credit agreement, and (iii) subsidiary debt. The
covenants also provide that the Company may declare and pay a dividend and purchase its
common stock so long as no default exists and the Company's leverage ratio (the ratio of
the Company’s consolidated total debt to consolidated EBITDA (earnings before interest,
taxes, depreciation and amortization)) is less than 3.0 to 1. The Company’s leverage ratio
was significantly less than 3.0 to 1 at May 31, 2002. The credit agreement covenants
also require that the Company’s leverage ratio not exceed 3.5 to 1 and that the Company
maintain specified levels of net worth and fixed-charge coverages. The Company is in
compliance with all of its loan covenants.

In July 2001 and February 2002, the Board of Directors authorized the Company to
repurchase an aggregate of up to 30 million shares of the Company's common stock to off-
set the dilutive effect of employee stock option exercises. On July 24, 2002, the Board
authorized the repurchase of up to an additional 20 million shares not only to offset the
dilutive effect of anticipated employee stock option exercises but also to enable the
Company to take advantage of opportunistic market conditions. With the authorization,
the Company may, from time to time as market conditions warrant, repurchase shares
either on the open market or through other means, including the use of forward purchase
agreements. During the year ended May 31, 2002, the Company purchased 18,180,750
shares of its common stock for $715 million at an average cost of $39.35. The Company
also established forward purchase agreements with two unaffiliated counterparties for the
purchase of another $182 million of stock (4.46 million shares at an average cost of $40.74
per share). The Company expects to settle those agreements within the next year. The
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Company, at its option, may settle those forward purchase agreements through full-phys-
ical, net-share or net-cash settlements.

Subsequent to May 31, 2002, the Company purchased 901,700 shares of common stock
for approximately $40 million at an average cost of $44.48 and entered into additional
forward purchase agreements, on the same terms as those discussed above, for the purchase
of $75 million of common stock (1.6 million shares at an average cost of $46.29 per share).

The Company's obligations to make future cash payments under contracts, such as debt
and lease agreements, are summarized in the tables below, as of May 31, 2002:

Dollars in Millions

Total 2003 2004 2005 2006 2007 Later Years

Long-term debt $ 4,036 $95 $ 2 $28  $1.261 $ 554 $ 2077
Capital lease obligations 49 4 3 13 2 2 25
Long-term cperating leases 837 192 161 100 81 71 232
Standby letters of credit

and guarantees 18 42 6 4 5 61 -
Total $ 5,040 $333 $191 $145  $1,349 $ 688 $2334

JARKET RISK ASSOCIATED
WITH FINANCIAL INSTRUMENTS

The table below presents information about certain of the Company's market-sensitive
financial instruments as of May 31, 2002. The fair values were determined based on quoted
market prices for the same or similar instruments. The Company is exposed to interest rate
changes on its variable rate long-term debt. A 1% change in interest rates on that debt
would have resulted in changes in net income of approximately $5 million in 2002.

The Company does not hold or issue derivative instruments for trading purposes and is not
a party to any instruments with leverage or prepayment features.

Dollars in Millions

L FIRANCIAL INSTRUMEMYS

Maturity Date, Year Ending May 31
2003 2004 2005 2006 2007 Thereafter Total Fair Value

Fixed-rate long-term debt $99 $24 $41 $288 $556 §2102 $310 $ 3097
Average interest rates 10.0% 9.6% 98%  6.1% 5.4% 6.6% 6.6% -
Variable-rate long-term debt - -~ - $975 - $ 9% $§ 975

Average interest rates - - - 3.5% - 3.5% -
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At May 31, 2002, the Company's principal long-term, market-sensitive investments
consisted of 8,301,067 shares of Ventas, Inc., with a market value of $109 million and
an independently managed investment portfolio of debt securities with a market value of
$69 million. The investment portfolio of debt securities consisted of investments in
ULS. Treasury Bills and notes with the Federal Home Loan Mortgage Corporation and
the Federal National Mortgage Association, with an average maturity of 180 days. The
Company’s market risk associated with its investments in debt securities classified as
a current asset is substantially mitigated by the frequent turnover of the portfolio.

The Company has no affiliation with partnerships, trusts or other entities (sometimes
referred to as special purpose entities) whose purpose is to facilitate off-balance sheet
financial transactions or similar arrangements. Thus, the Company has no exposure to the
financing, liquidity, market or credit risks associated with such entities.

BUSINESS QUTLOOK

For many years, significant unused capacity at LS. hospitals, payor-required preadmission
authorization and payor pressure to maximize outpatient and alternative health care
delivery services for less acutely ill patients created an environment where hospital
admissions and length of stay declined significantly. More recently, admissions have
begun to increase as the baby boomer generation enters the stage of life where hospital
utilization increases. Admissions to Tenet hospitals during fiscal 2001 and 2002 increased
the most in those baby boomer age groups— 41-to-50 and 51-t0-60. The Company
anticipates a long period of increasing demand for hospital services as this population
group continues to age.

Simultaneously, the Company has experienced three successive years of significant increases
in same-facility inpatient revenue per admission. Given the current outlook for government
reimbursement rates and managed care contracting rates, combined with the strong
competitive positioning of the Company’ integrated health care delivery systems and its
emphasis in growing high-acuity services, the Company expects continued increases in
same-facility inpatient revenue per admission.

The ongoing challenge facing the Company and the health care industry as a whole is to
continue to provide quality patient care in a competitive environment, to attain reasonable
rates for the services it provides and to manage its costs. The primary cost pressure facing
the Company and the industry is the ongoing increase of labor costs due to a nationwide
shortage of nurses. The Company expects the nursing shortage to continue and has
implemented various initiatives to better position its hospitals to attract and retain qualified
nursing personnel, improve productivity and otherwise manage labor-cost pressures.




MANAGENMENT’S DISCUSSION & ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

ERWARD—LOOMNG STATEMENTS

Certain statements contained in this Annual Report, including, without limitation,
statements containing the words believes, anticipates, expects, will, may, might, should,
surmises, estimates, intends, appears and words of similar import, and statements regarding
the Company’s business strategy and plans, constitute “forward-looking statements” within
the meaning of the Private Securities Litigation Reform Act of 1995, Such forward-
looking statements are based on managements current expectations and involve known
and unknown risks, uncertainties and other factors, many of which the Company is unable
to predict or control, that may cause the Company’s or the health care industry's actual
results, performance or achievements to be materially different from those expressed or
implied by such forward-looking statements. Such factors include, among others, the
following: general economic and business conditions, both nationally and regionally;
industry capacity; demographic changes; changes in, or the failure to comply with,
laws and governmental regulations; the ability to enter into managed care provider
arrangements on acceptable terms; changes in Medicare and Medicaid payments or
reimbursement, including those resulting from a shift from traditional reimbursement to
managed care plans; liability and other claims asserted against the Company; competition,
including the Company’s failure to attract patients to its hospitals; the loss of any
significant customers; technological and pharmaceutical improvements that increase the
cost of providing, or reduce the demand for, health care; a shortage of raw materials;
a breakdown in the distribution process or other factors that may increase the Company's
cost of supplies; changes in business strategy or development plans; the ability to attract
and retain qualified personnel, including physicians, nurses and other health care
professionals, including the impact on the Company's labor expenses resulting from a
shortage of nurses and/or other health care professionals; the significant indebtedness of
the Company; the availability of professional liability insurance coverage at current levels;,
the availability of suitable acquisition opportunities and the length of time it takes to
accomplish acquisitions; the Company’s ability to integrate new businesses with its
existing operations; and the availability and terms of capital to fund the expansion of the
Company’s business, including the acquisition of additional facilities; and other factors
referenced in this Annual Report and the Company’s annual report on Form 10-K. Given
these uncertainties, investors and prospective investors are cautioned not to rely on such
forward-looking statements. The Company disclaims any obligation, and makes no promise,
to update any such factors or forward-looking statements or to publicly announce the
results of any revisions to any such factors or forward-looking statements, whether as a
result of changes in underlying factors, to reflect new information, as a result of the occur-
rence of events or developments or otherwise.
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REPORT OF MANAGEMENT

To Qur Shareholders:

The management of Tenet Healthcare Corporation ("Tenet") is responsible for the
preparation, integrity and objectivity of the consolidated financial statements of the
Company and its subsidiaries and all other information in this Annual Report to
Shareholders. The consolidated financial statements have been prepared in conformity
with accounting principles generally accepted in the United States of America and,
accordingly, include certain amounts that are based on management's informed judgment
and best estimates.

The Company maintains a comprehensive system of internal accounting controls to assist
management in fulfilling its responsibility for financial reporting. These controls are
supported by the careful selection and training of qualified personnel and an appropriate
division of responsibilities. Management believes that these controls provide reasonable
assurance that assets are safeguarded from loss or unauthorized use and that the
Company’s financial records are a reliable basis for preparing the consolidated financial
statements.

The Audit Committee of the Board of Directors (the “Board"), comprised solely of
directors who are neither current nor former officers or employees of the Company and
who the Board has determined are “independent” as that term is defined by the New York
Stock Exchange, meets regularly with Tenet's management, internal auditors and
independent certified public accountants to review matters relating to financial reporting
{(including the quality of accounting principles), internal accounting controls and auditing.
The independent accountants and the internal auditors have direct and confidential
access to the Audit Committee at all times to discuss the results of their audits.

The Company’s independent certified public accountants, selected and engaged by the
Audit Committee of the Board, perform an annual audit of the consolidated financial
statements of the Company in accordance with auditing standards generally accepted in
the United States of America. These standards require a review of the system of internal
controls and tests of transactions to the extent deemed necessary by the independent
certified public accountants for purposes of supporting their opinion as set forth in their
independent auditors' report. Their report expresses an independent opinion on the
fairness of presentation of the consolidated financial statements.

David L. Dennis

Office of the President,
Chief Corporate Officer and Chief Financial Officer, Vice Chairman

Raymond L. Mathiasen
Executive Vice President and Chief Accounting Officer
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INPDEPENDENT AUBITORS® REPORY

The Board of Directors and Sharehoiders
TENET HEALTHCARE CORPORATION:

We have audited the accompanying consolidated balance sheets of Tenet Healthcare
Corporation and subsidiaries as of May 31, 2001 and 2002, and the related consolidated
statements of income, comprehensive income, changes in shareholders' equity and cash
flows for each of the years in the three-year period ended May 31, 2002. These
consolidated financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly,
in all material respects, the financial position of Tenet Healthcare Corporation and
subsidiaries as of May 31, 2001 and 2002, and the results of their operations and their
cash flows for each of the years in the three-year period ended May 31, 2002, in
conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 16 to the consolidated financial statements, effective June 1, 1999, the
Company changed its method of accounting for start-up costs.

KPme UP

Los Angeles, California
July 10, 2002, except as to the first and last paragraphs of
Note 5, which are as of July 24, 2002
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Dollars in Millions

i CONSOLUPATED BALANCE SHEETS| May 31
2001 2002
ASSETS ot sson e
Current Assets:
Cash and cash equivalents $ 62 $ 38
investments in debt securities 104 100
Accounts receivable, less allowances for doubtful accounts
($333 in 2001 and $315 in 2002) 2,386 2,425
Inventories of supplies, at cost 214 231
Deferred income taxes 155 199
Other current assets 305 a0
Total current assets 3,226 3,394
Investments and other assets 395 363
Property and equipment, net 5976 6,585
Costs in excess of net assets acguired, less accumulated amartization
(3516 in 2001 and $610 in 2002) 3,265 3289
Other intangible assets, at cost, less accumulated amortization
{$90 in 2001 and $107 in 2002) 133 183
$12,995 13,814
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:
Current portion of long-term debt $ 25 $ 99
Accounts payable 775 968
Employee compensation and benefits 476 591
Accrued interest payable 132 59
Other current liabilities 758 867
Total current liabilities 2,166 2,584
Long-term debt, net of current portion 4,202 3919
Other long-term liabilities and minority interests 994 1,003
Deferred income taxes 554 689
Commitments and contingencies
Shareholders' Equity:
Common stock, $0.05 par value; authorized 1,050,000,000 shares;
493,833,000 shares issued at May 31, 2001
and 512,354,001 shares issued at May 31, 2002 25 26
Additional paid-in capital 2,898 3367
Accumulated other comprehensive loss (44) (44)
Retained earnings 2,270 3,055
Less common stock in treasury, at cost, 5,632,062 shares at
May 31, 2001 and 23,812,812 shares at 2002 (70) (785)
Total shareholders' equity 5,079 5,619
$12,995 $13,814

]

See accompanying NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.




Dollars in Millions, Except Per Share Amounts

Years Ended May 31

2000 2001 2002
Net operating revenues $ 11414 $12,053 $13,913
Operating Expenses:
Salaries and benefits 4,508 4,680 5346
Supplies 1,595 1,677 1,960
Provision for doubtful accounts 851 849 986
Other operating expenses 2,525 2,603 2824
Depreciation 41 428 472
Amortization 122 126 132
Impairment and other unusual charges 355 143 93
Operating income 1,047 1,547 2,094
Interest expense (479) (4586) (327)
Investment earnings 22 37 32
Minority interests in income of consolidated subsidiaries (21) (14) (38)
Net gains on sales of facilities and long-term investments 49 28 -
Income from continuing operations before income taxes 618 1,142 1,761
Income taxes (278) (464) {736)
Income from continuing operations, before discontinued operations,
extraordinary charge and cumulative effect of accounting change 340 678 1,025
Discontinued operations, net of taxes {(19) - -
Extraordinary charge from early extinguishment of debt, net of taxes - (35) (240)
Cumulative effect of accounting change, net of taxes (19) - -
Net income $ 302 $ 643 $ 785
[ |
EARNINGS (LOSS) PER COMMON AND COMMON EQUIVALENT SHARE:
Basic:
Continuing operations $ 073 § 14 $ 209
Discontinued operations (0.04) - -
Extraordinary charge - {0.07) (0.49)
Cumulative effect of accounting change (0.04) - -
$ 065 $ 134 $ 1.60
Diluted: — ‘
Continuing operations $ 072 $ 139 $ 204
Discontinued operations (0.04) - -
Extraordinary charge - (0.08) {0.48)
Cumulative effect of accounting change (0.04) - -
$ 0.64 $ 13 $ 1.56
 — —
WEIGHTED SHARES AND DILUTIVE SECURITIES OUTSTANDING (IN THOUSANDS):
Basic 467,970 479,621 489,717
472377 490,728 502,899

Diluted

See accompanying NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
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Dollars in Millions

CONSOLIDATED STATEMENTS OF COMPRENENSIVE INCOME

Years Ended May 31

2000 2001 2002
Net Income $ 302 $ 643 $ 785
Other Comprehensive Income (Loss):
Unrealized gains {losses) on securities held as available for sale:
Unrealized net holding gains (losses) arising during period {142) 80 31
Less: reclassification zdjustment for (gains) losses
included in net income (92) (39) 1
Foreign currency translation adjustments (1) (3) (4)
Losses an derivative instruments designated
and qualifying as cash flow hedges - - (28)
Other comprehensive income (loss), before income taxes (235) 38 -
Income tax benefit (expense) related to items of
other comprehensive income 88 (12) -
Other comprehensive income {loss) (147) 26 -
Comprehensive income $ 155 $ 669 $ 785
See accompanying NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
Dollars in Millions, Share Amounts in Thousands
Qutstanding Issued Additional Accumulated Other  Retained  Treasury
Shares Amount Paid-In Capital Comprehensive Income (Loss) Earnings Stock
Balances, May 31, 1999 466,536 $ 24 $ 2,510 $ 77 $1329 $ (70)
© Netincome S o2
Other comprehensive loss (147}
Issuance of common stock 1833 20
Stock options exercised 1,821 25
Redemption of sharenolder rights (4)
Balances, May 31, 2000 470,180 24 2,555 (70) 1,627 (70)
T Netincome R 63
Other comprehensive income : 26
Issuance of common stock 840 i 15
Stack options exercised 17177 328
Balances, May 31, 2001 488,201 25 2,898 (44) 2,270 (70)
7 Netincome ) - -
Other comprehensive income -
Issuance of common stock 692 21
Stock options exercised 17,829 1 448
Shares repurchased (18,181) (715)
Balances, May 31, 2002 488,541 $ 26

$ 3,367 $ 7(44) $ 3055 $ (785)

See accompanying NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
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CONSOLIDATED FINANCIAL STATEMENTS

Dollars in Millions

r CONSOMPATED STATEMENTS OF CASH BUoS

Years Ended May 31

2000 2001 2002
CASH FLOWS FROM OPERATING ACTIVITIES: oot ssmm s s mms s
Net income $ 302 $ 643 $ 785
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:
Depreciation and amortization 533 554 604
Provision for doubtful accounts 851 849 986
Impairment and other unusual charges 355 143 99
Income tax benefit related to stock options 3 74 176
Deferred income taxes 2 48 90
Net gain on sales of facilities and long-term investments (49) (28) -
Discontinued operations 19 - -
Extraordinary charge from early extinguishment of debt - 35 240
Cumulative effect of accounting change 19 - -
Other items 30 27 46
Increases (Decreases) in Cash from Changes in Operating Assets and Liabilities,
Net of Effects from Purchases of New Businesses and Sales of Facilities:
Accounts receivable (1139) (735) (1,079)
Inventories and other current assets 51 45 (104)
Accounts payable, accrued expenses and other current liabilities (15) 312 526
Other long-term liabilities and minority interests 17 (20) 19
Net expenditures for discontinued operations, impairment and other unusual charges (110) (129) 77
Net cash provided by operating activities 869 1.818 2,315
CASH FLOWS FROM INVESTING ACTIVITIES: o |
Purchases of property and equipment (619) (601) (889)
Purchases of new businesses, net of cash acquired (38) {29) (324)
Proceeds from sales of facilities, long-term investments and other assets 764 132 28
Other items, including expenditures related to prior-year purchases of new businesses (143) (76) {42)
Net cash used in investing activities (36) (574) (1,.227)
CASH FLOWS FROM FINANCING ACTIVITIES: I ‘
Praceeds from borrowings 1,298 992 4,394
Sales of senior notes - 395 2,541
Repayments of borrowings (2,085) (2,389) (3,513)
Repurchases of senior and senior subordinated notes - {558) (4,063)
Praceeds from exercises of stock options 25 254 273
Purchases of treasury stock - - (715)
Proceeds from sales of common stock 20 15 21
Other items 15 (28) (50)
Net cash used in financing activities (727) (1,317} (1,12)
‘Net increase (decrease) in cash and cash equivalents 106 (73) [24)‘
Cash and cash equivalents at beginning of year 29 135 62
$ 135 $ 62 $ 38

Cash and cash equivalents at end of year

See accompanying NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
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MNOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1

BASIS OF PRESENTATION

The accounting and reporting policies of Tenet Healthcare Corporation (together with its
subsidiaries, “Tenet” or the "Company”) conform to accounting principles generally accepted
in the United States of America and prevailing practices for investor-owned entities
within the health care industry. The preparation of financial statements in conformity with
generally accepted accounting principles requires management of the Company to make
estimates and assumptions that affect the amounts reported in the consolidated financial
statements and accompanying notes. Actual results could differ from those estimates.

Note 2

SIGNIFICANT ACCOUNTING POLICIES

A. The Company

Tenet is an investor-owned health care services company whose subsidiaries and affiliates
(collectively, “subsidiaries”) own or operate general hospitals and related health care
facilities and hold investments in other companies, including health care companies. At
May 31, 2002, the Company's subsidiaries operated 116 domestic general hospitals serving
urban and rural communities in 17 states, with a total of 28,667 licensed beds. The
Company’s subsidiaries also own or operate a small number of rehabilitation hospitals,
specialty hospitals, long-term-care facilities, a psychiatric facility and medical office buildings
all located on the same campus as, or nearby, the Company’s general hospitals, a general
hospital and related health care facilities in Barcelona, Spain, physician practices and
various other ancillary health care businesses, including outpatient surgery centers, home
health care agencies, occupational and rural health care clinics and health maintenance
organizations.

At May 31, 2002, the Company’s largest concentrations of hospital beds were in
California with 29.7%, Florida with 16.3% and Texas with 12.2%. The concentration
of hospital beds in these three states increases the risk that any adverse economic,
regulatory or other developments that may occur in such states may adversely affect
the Company's results of operations or financial position.

The Company is also subject to changes in government legislation that could impact
Medicare and Medicaid payment levels and to increased levels of managed care
penetration and changes in payor patterns that may impact the level and timing of
payments for services rendered.

B. Principles of Consolidation

The consolidated financial statements include the accounts of Tenet and its wholly owned
and majority-owned subsidiaries. Significant investments in other affiliated companies
generally are accounted for using the equity method. Intercompany accounts and
transactions are eliminated in consolidation. The results of operations of acquired
businesses in purchase transactions are included from their respective acquisition dates.




C. Net Operating Revenues

Net operating revenues are recognized in the period
when services are performed and consist primarily of
net patient service revenues that are recorded based
on established billing rates less estimated discounts for
contractual allowances principally for patients covered
by Medicare, Medicaid and managed care and other
health plans.

Percentages of consolidated net patient revenues for
the Company's domestic general hospitals for the past
three years are shown in the table below:

/s

PERCENTACES OF CONSOLPATED NET PATIENT REVENUES

2000 2001 2002

Medicare 326%  30.8%  31.8%
Medicaid 8.3% 8.2% 8.6%
Managed care 40.7%  43.3% 43.9%
Indemnity and other 18.4%  17.7% 15.7%

The discounts for Medicare and Medicaid contractual
allowances are based primarily on prospective
payment systems. Discounts for retrospectively cost-
based revenues, which were more prevalent in earlier
periods, are estimated based on historical and current
factors and are adjusted in future periods when
settlements of filed cost reports are received. Final
settlements under these programs are subject to
adjustment based on administrative review and audit
by third parties, which can take several years to
resolve completely. Because the laws and regulations
governing the Medicare and Medicaid programs are
ever-changing and complex, the estimates recorded
by the Company could change by material amounts.
The Company records adjustments to its previously
recorded contractual allowances in future periods as
final settlements are determined. Adjustments related
to final settlements increased revenues in each of
the years ended May 31, 2000, 2001 and 2002 by
$103 million, $4 million and $36 million, respectively.

Revenues under managed care health plans are based
primarily on payment terms involving predetermined
rates per diagnosis, per-diem rates, discounted fee-for-

service rates and other similar contractual arrange-
ments. These revenues also are subject to review and
possible audit by the payors.

Management believes that adequate provision has
been made for any adjustments that may result from
final determination of amounts earned under all the
above arrangements. There are no known material
claims, disputes or unsettled matters with any
payors that are not adequately provided for in the
accompanying consolidated financial statements.

The Company provides care, without charge or at
amounts substantially less than its established rates,
to patients who meet certain financial or economic
criteria. Because the Company does not pursue
collection of amounts determined to qualify as charity
care, they are not reported in net operating revenues
or in operating expenses.

D. Cash Equivalents

The Company treats highly liquid investments
with original maturities of three months or less as
cash equivalents.

E. Investments in Debt and Equity Securities
Investments in debt and equity securities are classified
as either available-for-sale, held-to-maturity or as part
of a trading portfolio. At May 31, 2001 and 2002, the
Company had no significant investments in securities
classified as either held-to-maturity or trading.
Securities classified as available-for-sale are carried
at fair value if unrestricted. Their unrealized gains
and losses, net of tax, are reported as accumulated
other comprehensive income (loss). Realized gains
or losses are included in net income on the specific
identification method.

F. Provision for Doubtful Accounts

The Company provides for accounts receivable
that could become uncollectible in the future by
establishing an allowance to reduce the carrying value
of such receivables to their estimated net realizable
value. The Company estimates this allowance based
on the aging of its accounts receivable and its historical
collection experience by hospital and for each type
of payor.
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G. Long-Lived Assets

The Company uses the straight-line method of
depreciation for buildings, building improvements and
equipment over estimated useful lives of 25 to 50 years
for buildings and improvements; and three to 15 years
for equipment. Capital leases are recorded at the
beginning of the lease term as assets and liabilities at
the lower of the present value of the minimum lease
payments or the fair value of the assets. Such assets,
including improvements, are amortized over the
shorter of the lease term or estimated useful
life. The Company capitalizes interest costs related to
construction projects. Capitalized interest was
$29 million in 2000, $8 million in 2001 and $9 million
in 2002.

Prior to June 1, 2002, except for acquisitions
consumated after June 30, 2001, costs in excess of the
fair value of the net assets of purchased businesses
(goodwill) generally were amortized on a straight-line
basis, primarily over 40 years. On June 1, 2002 the
Company adopted Statement of Financial Accounting
Standards No. 142, "Goodwill and Other Intangible
Assets” (“SFAS 142"). Under this new accounting
standard, all goodwill will no longer be amortized, but
will be subject to impairment tests at least annually. As
a preadoption measure, this standard also required the
cessation of goodwill amortization for acquisitions
consummated after June 30, 2001, the effect of which
was not material.

The Company evaluates its long-lived assets to be
held and used for possible impairment whenever
events or changes in circumstances indicate that the
carrying amount of the asset, or related group of assets,
may not be recoverable from estimated future cash
flows. Measurement of the amount of the impairment,
if any, may be based on independent appraisals,
established market values of comparable assets or
estimates of future discounted cash flows expected to
result from the use and ultimate disposition of the
asset. The estimates of these future cash flows are
based on assumptions and projections believed by
management to be reasonable and supportable. They
require management's subjective judgments and take
into account assumptions about patient volumes,

2

changes in payor mix, revenue and expense growth
rates and changes in legislation and other payor
payment patterns. These assumptions vary by type
of facility.

In general, long-lived assets to be disposed of are
reported at the lower of their carrying amounts or fair
values less costs to sell or close. In such circumstances,
the company's estimates of fair value are usually based
on established market prices for comparable assets.

H. Accrual for General and Professional Liability Risks
The Company maintains reserves based on actuarial
estimates by an independent third party for the
portion of its professional liability risks, including
incurred but not reported claims, for which it does
not have insurance coverage. Reserves for losses and
related expenses are estimated using expected loss-
reporting patterns and are discounted to their present
value using a discount rate of 7.5%. There can be no
assurance that the ultimate liability will not exceed
such estimates. Adjustments to the reserves are
included in results of operations in the periods when
such amounts are determined.

I. Income Taxes

The Company accounts for income taxes under the
asset and liability method. This approach requires the
recognition of deferred tax assets and liabilities for
the expected future tax consequences of temporary
differences between the carrying amounts and the tax
bases of assets and liabilities.

Developing the Company's provision for income
taxes requires significant judgment and expertise in
federal and state income tax laws, regulations and
strategies, including the determination of deferred tax
assets and liabilities and, if necessary, any valuation
allowances that may be required for deferred tax
assets. The Company has not recorded any valuation
allowances as of May 31, 2002 because management
believes that future taxable income will, more likely
than not, be sufficient to realize the benefits of those
assets as the temporary differences in basis reverse over
time. The Company's judgments and tax strategies
are subject to audit by various taxing authorities.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

While the Company believes it has provided adequately for its income tax liabilities in its
consolidated financial statements, adverse determinations by these taxing authorities could
have a material adverse effect on the Company's consolidated financial position and results
of operations.

J. Stock Options

The Company has stock-based compensation plans and applies Accounting Principles
Board Opinion No. 25 and related interpretations in accounting for its plans. Accordingly,
no compensation cost has been recognized for stock options granted to employees or
directors under the plans because the exercise prices for options granted were equal to the
quoted market prices on the option grant dates.

K. Segment Reporting

The Company and its subsidiaries operate in one line of business: the provision of health
care through general hospitals and related health care facilities. The Company's domestic
general hospitals (which generated 93.4%, 95.8% and 96.9% of the Company’s net
operating revenues in fiscal years 2000, 2001 and 2002, respectively) and the Company's
other health care related facilities are organized generally into three operating segments
or divisions. These divisions’ economic characteristics, the nature of their operations, the
regulatory environment in which they operate and the manner in which they are managed
all are similar. The components of these divisions share certain resources and they benefit
from many common clinical and management practices. Accordingly, the Company
aggregates these divisions into a single reportable operating segment, as that term is
defined by Statement of Financial Accounting Standards No. 131, "Disclosures about
Segments of an Enterprise and Related Information.”

Note 3
;C-QUHSWTIONS AND DISPOSALS OF FACILITIES
During the past three fiscal years the Company's subsidiaries have acquired eight general

hospitals and certain other health care entities, as shown in the table below:

Dollars in Millions

| ACQUISITIONS|
000 2001 2002
Number of hospitals 1 2 5
Number of licensed beds 230 417 1,528
Purchase price information:
Fair value of assets acquired $ 55 $ 27 $ 370
Liabilities assumed (20) {7) (53)
Net assets acquired 35 20 317
Other health care entities 3 9 7

Net cash paid $ 38 $ 29 $ 324
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Costs in excess of the fair value of identifiable
net assets acquired (goodwill) were $28 million,
$8 million and $128 million in the years ended
May 31, 2000, 2001 and 2002, respectively. All of
those
is expected to be fully deductible for income tax

the goodwill related to acquisitions

purposes.

In addition to striving to continually improve its
portfolio of general hospitals through acquisitions,
from time to time the Company divests hospitals that
are not essential to its strategic objectives. For the
most part, these facilities are not part of an integrated
delivery system. The size and performance of these
facilities vary, but on average they are smaller, with
lower margins. Such divestitures allow the Company
to streamline its organization by concentrating on,
or strengthening, the integrated health care delivery
systems in geographic areas where it already has a
strong presence.

During the year ended May 31, 2000, the
Company sold 17 general hospitals, closed three
general hospitals and terminated the lease on one
general hospital. The Company also sold three long-
term-care facilities. The net gain on the sales of
these facilities in 2000 was $50 million. During the
year ended May 31, 2001 the Company sold one
general hospital and three long-term-care facilities,
closed one long-term-care facility and combined the
operations of one rehabilitation hospital with the
operations of a general hospital. During the year
ended May 31, 2002, the Company sold one general
hospital and three long-term-care facilities. The
results of operations of the sold or closed businesses
were not significant.

In addition, during the year ended May 31, 2000, the
Company recorded $61 million in gains from sales of
investments in Internet-related health care ventures,
offset by $62 million in net losses from sales of other
investments. During the year ended May 31, 2001, the
Company recorded $28 million in net gains from sales
of investments in health care ventures. There were no
such gains or losses in the year ended May 31, 2002.

Note 4

IMPAIRMENT AND OTHER
UNUSUAL CHARGES

2002

In the second quarter of the year ended May 31, 2002
the Company recorded impairment and other unusual
charges of $99 million primarily relating to the
planned closure of two general hospitals and the sales
of certain other health care businesses. The total
charge consists of:

Doliars in Millions

J IMPAIRMENT AND OVHER UNUSUAL CHARGES)

Impairment write-downs of property, equipment
and other assets ta estimated fair value $ 76

Expected cash disbursements related to lease
cancellation costs, severance costs and other exit costs 23

The impairment charge consists of write-downs of
$39 million for property and equipment, $13 million
for goodwill and $24 million for other assets. The
principal elements of the balance of the charges are
$7 million in lease cancellation costs, $5 million in
severance costs related to the termination of 691
employees, $2 million in legal costs and settlements
and $9 million in other exit costs. The Company
decided to close these hospitals because they were
operating at a loss, which was not significant, and were
not essential to the Company’s strategic objectives.
One of these hospitals has been closed and the
Company has reached a tentative agreement to sell
the other hospital.
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2001

In the fourth quarter of the year ended May 31, 2001,
the Company recorded impairment and other unusual
charges of $143 million relating to:

Dollars in Millions

The completion of the Company's program to

terminate or buy out certain employment and

management contracts with approximately

248 physicians over the next 18 months $ 98

Impairment of the carrying values of property and
equipment and other assets in connection with the closure
of one hospital and certain other health care businesses 45

$143
—

The total charge consists of $55 million in impairment
write-downs of property, equipment and other assets
to estimated fair values and $88 million for expected
cash disbursements related to costs of terminating
unprofitable physician contracts, severance costs, lease
cancellation and other exit costs. The impairment
charge consists of write-downs of $29 million for
property and equipment and $26 million for the other
assets. The principal elements of the balance of the
charges are $56 million for the buyout of unprofitable
physician contracts, $6 million in severance costs
related to the termination of 322 employees,
$3 million in lease cancellation costs, and $23 million
in other exit costs.

The Company decided to terminate or buy out the
physician contracts because they were not profitable.
During the latter part of fiscal 1999, the Company
undertook the process of evaluating its physician
strategy and began to develop plans to either
terminate or allow a significant number of its existing
unprofitable contracts with physicians to expire.
During fiscal 2000, Company management, with the
authority to do so, authorized the termination of
approximately 50% of its unprofitable physician

contracts. The termination of additional physician
contracts that were not profitable was similarly
authorized in fiscal 2001. As of May 31, 2002, the
Company had exited most of the unprofitable
contracts that management had authorized to be
terminated or allowed to expire. Substantially all
such remaining contracts will be terminated by
July 31, 2002. The physicians, employees and property
owners/lessors affected by this decision were duly
notified, prior to the Company's respective fiscal
year-ends.

2000

In the third and fourth quarters of the year ended
May 31, 2000, the Company recorded impairment
and other unusual charges of $355 million relating to:

Dollars in Mitlions

The Company's plan to terminate or buy out certain
employment and management contracts with

approximately 440 physicians over the next 15 months $ 177

The closure or sale of five general hospitals

and other property and equipment 178
$ 355

—
S ——

The charges consisted of $244 million in impairment
write-downs of property, equipment and other assets
to the lower of carrying values or estimated fair values
and $111 million for expected cash expenditures for
lease cancellation and other exit costs, the estimated
and actual costs to close or sell the five general hospitals,
severance costs and costs to terminate or buy out
the unprofitable physician contracts. The impairment
charge includes write-downs of $116 million for
property and equipment, $69 million for goodwill
and $59 million for other assets. The principal
elements of the other charges were $38 million in
lease cancellation costs, $12 million in severance
costs related to the termination of 713 employees
and $61 million in other exit costs.

TENET HEALTHCARE CORPORATION and Subsidiaries

B




The table below presents a reconciliation of beginning and ending liability balances in connection with
impairment and other unusual charges recorded in the current and prior fiscal years, as of May 31, 2000, 2001
and 2002.

Dollars in Millions
‘ LIABILITY BALANECES (M COMNECTION WITH |MPAIRMENT AND OTHER UNUSUAL @kl&@@@@]

May 31, Cash  Dther May 31, Cash Other May3),
200000 Charges Payments Iems® 200101 Charges Payments Items@ 2002(")

Reserves Related to:

Lease cancellations, exit costs and estimated costs

to sell or close hospitals and other facilities $ 106 $ 26 $(42) $(5) % 85 $ 18 $(36) $ (5) $62
Impairment losses to value property, equipment,
goodwill and other assets, at estimated fair values - 55 - (55) - 76 ~ (78} -

Severance costs in connection with the
implementation of hospital cost-control programs,
general overhead-reduction plans, closure of home
health agencies and closure of hospitals and

termination of physician contracts 17 6 (11) - 12 5 8 - 9
Accruals for unfavorable lease commitments

at six medical office buildings 12 - (2) - 10 - @ - 8
Buyout of physician contracts 4 56 (32) - 28 - 22 - 6
Other 2 - () - - - - - -

Total $1a1 $l1,,4_3,‘,,ﬂ @(89) » $(60) $135 $99 $i(68)7$(81] $85 _

{1) The liability balances are included in other current liabilities and other long-term liabilities in the accompanying consolidated balance sheets,
Cash payments to be applied against these liabilities are expected to approximate $48 miltion in fiscal 2003 and $37 million thereafter.
(2) Other items primarily include write-offs of long-lived assets, including property and equipment, goodwill and other assets.

Note 5
ﬁPURCHASES OF COMMON STOCK

During the year ended May 31, 2002, the Company’s Board of Directors authorized the repurchase of up to 30 million
shares of its common stock to offset the dilutive effect of employee stock option exercises. On July 24, 2002, the
Board of Directors authorized the repurchase of up to an additional 20 million shares of the Company’s common
stock not only to offset the dilutive effect of anticipated employee stock option exercises but also to enable the
Company to take advantage of opportunistic market conditions. During the year ended May 31, 2002, the Company
purchased 18,180,750 shares for approximately $715 million at an average cost of $39.35 per share, as shown in the
following table:

[ @VEW@@

Quarter Ended e e o R O TG COSE

August 31, 2001 2,618,250 $ 94512283 $ 36.10

November 30, 2001 2,437,500 $ 93,322,287 $ 3829

February 28, 2002 7,500,000 $ 292,122,301 $ 3895

May 31, 2002 5,625,000 $ 235461974 $ 4186
18,180,750

$715.418,845 $39.35
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All purchased shares are held as treasury stock. All of the repurchases were funded by proceeds from employee
stock option exercises and cash flow from operations. The Company has not purchased, nor does it intend to
purchase, any shares from its officers or employees.

As of May 31, 2002, the Company had entered into forward purchase agreements with two unaffiliated counter-
parties for the purchase of $182 million of stock (4.46 million shares at an average cost of $40.74 per share). The
Company expects to settle those agreements within the next year and, at its option, may settle them through full-
physical, net-share or net-cash settlements. The Company accounts for these agreements as equity transactions
within permanent equity. Changes in fair value are not recognized in the financial statements. If the Company were
to settle the agreements on a basis other than net-cash, the Company would be required to deliver approximately
113,000 more shares of its common stock than it is entitled to receive for a $1 decrease in the market price of its
common stock below the average contract price above. The agreement terms provide for maximum numbers of
shares that may be required to be issued in net-share settlements with each counterparty, which maximum currently
aggregates to 22.2 million shares.

Subsequent to May 31, 2002, the Company purchased 901,700 shares of common stock for approximately
$40 million at an average cost of $44.48 and entered into additional forward purchase agreements, on the same
terms as those discussed above, for the purchase of $75 million of common stock (1.6 million shares at an average
cost of $46.29 per share).

Note 6

LONG-TERM DEBT AMND LEASE OBLIGATIONS

Dollars in Millions

i eNE=TERY (AR 2001 2002
Loans payable to banks — unsecured $ 60 $ 975
53/8% Senior Notes due 2006 - 550
63/8% Senior Notes due 2011 - 1,000
61/2% Senior Notes due 2012 - 600
67/8% Senior Notes due 2031 - 450
81/8% Senior Subordinated Notes due 2008 897 2
6% Exchangeable Subordinated Notes due 2005 320 282
85/8% Senior Notes due 2003 455 16
77i8% Senior Notes due 2003 400 6
89 Senior Notes due 2005 an 22
75/8% Senior Notes due 2008 313 -
91/4% Senior Notes due 2010 238 -
85/8% Senior Subordinated Notes due 2007 628 -
Zero-coupon guaranteed bonds due 2002 45 45
Notes payable and capital lease obligations, secured by
property and equipment, payable in instaliments to 2013 71 100
Cther notes, primarily unsecured 53 37
Unamortized note discounts {64) (67)
4,227 4,018
Less current portion (25) (99)
$ 4202 $ 3,919
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Loans Payable to Banks — On March 1, 2001, the
Company entered into a new senior unsecured $500
million 364-day credit agreement and a new senior
unsecured $1.5 billion five-year revolving credit
agreement (together, the “credit agreement”). The
credit agreement replaced the Company’s $2.8 billion
five-year revolving bank credit agreement that would
have expired on January 31, 2002. On February 28,
2002, the Company renewed the 364-day agreement
for another 364 days. The credit agreement allows
the Company to borrow, repay and reborrow up
to $500 million prior to March 1, 2003 and up to
$1.5 billion prior to March 1, 2006. The new credit
agreement extends the Company's maturities, offers
efficient pricing tied to quantifiable credit measures
and has more flexible covenants than the previous
credit agreement. The Company's unused borrowing
capacity under its credit agreement was $931 million
at May 31, 2002. At May 31, 2002 the interest rate
on loans payable to banks under the credit agreement
was 2.74%.

Loans under the credit agreement are unsecured and
generally bear interest at a base rate equal to the prime
rate or, if higher, the federal funds rate plus 0.5% or,
at the option of the Company, an adjusted London
Interbank Offered Rate (“LIBOR") plus an interest
margin between 50 and 200 basis points. The
Company has agreed to pay the lenders under the
new credit agreement an annual facility fee on the
total loan commitment at rates ranging from 20 to 57.5
basis points. The interest rate margins and the facility
fee rates are based on the ratio of the Company’s
consolidated total debt to consolidated EBITDA
(defined in the credit agreement as operating
income plus depreciation, amortization, impair-
ment and certain other unusual charges.)

Senior Notes and Senior Subordinated Notes — In May
2001, the Company repurchased an aggregate of
$514 million of its senior and senior subordinated
notes. In connection with the repurchase of debt and
the refinancing of its bank credit agreement, the
Company recorded an extraordinary charge from
early extinguishment of debt in the amount of
$35 million, net of tax benefits of $21 million, in the
fourth quarter of the year ended May 31, 2001.

&

During the quarter ended August 31, 2001, the
Company repurchased approximately $1.1 billion of
portions of various issues of its senior notes. The
transactions were funded with cash and borrowings
under the Company's credit agreement.

On November 6, 2001, the Company sold $2.0 billion
of new senior notes at interest rates and due dates as
follows: $550 million— 53/s% Senior Notes due 2006,
$1.0 billion— 635% Senior Notes due 2011 and
$450 million— 67/s% Senior Notes due 2031, and
used substantially all of the proceeds to repurchase
approximately $1.6 billion of various issues of its senior
and senior subordinated notes and borrowings under
the bank credit agreement. These new senior notes are
unsecured senior obligations of the Company, rank
equally with all of the Company's other unsecured
senior indebtedness and are redeemable at any time at
the option of the Company.

During the quarter ended February 28, 2002, the
Company repurchased the remaining $65 million of
its 85/8% Senior Subordinated Notes due 2007,
$56 million of its 81/8% Senior Subordinated Notes
due 2008 and $24 million of its 6% Exchangeable
Subordinated Notes due 2005. On March 4, 2002, the
Company sold $600 million of new 612% Senior
Notes due 2012 and used the proceeds to repurchase,
on April 8, 2002, its 8 t/s% Senior Subordinated Notes
due 2008 and for general corporate purposes.

On June 25, 2002, the Company sold $400 million of
new 5% Senior Notes due 2007, used a portion of the
proceeds to repay bank loans under the Company's
credit agreement and will use the remainder of the
proceeds to repurchase, at par, the remaining
$282 million balance of its 6% Exchangeable
Subordinated Notes due 2005.

In connection with the repurchases of debt during the
year, the Company recorded extraordinary charges
from early extinguishments of debt in the aggregate
amount of $240 million, net of tax benefits of
$143 million.
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Prior to the sale of the new senior notes in November 2001 and March 2002, the Company
used hedging strategies to lock in the risk-free component of interest rates in effect on the
offering dates of the notes. The interest rate lock agreements were settled on the dates the
notes were issued. Because the risk-free interest rates declined during the hedge periods,
the Company incurred losses on these transactions when it unwound the hedges. The losses
on the hedges were charged to Other Comprehensive Income (as the hedges were
determined to be highly effective, based on the Company's assessment using the dollar
offset method, performed at the inception of the hedges), and are being amortized into
earnings over the terms of the new senior notes. The losses will be entirely offset by the
effect of lower interest rates on the notes.

All of the remaining senior subordinated notes also are unsecured obligations of the
Company and are subordinated in right of payment to all existing and future senior debt,
including the senior notes and borrowings under the credit agreement.

Loan Covenants — With the retirement or substantial retirement of eight issues of senior
notes and senior subordinated notes since May 31, 2001, together with amendments to the
loan covenants, the Company has eliminated substantially all of the restrictive covenants
associated with debt issued when the Company was considered a "high yield" issuer.
During fiscal 2002, the Company’s senior notes and senior subordinated notes were
upgraded to investment grade. The Company's credit agreement and the indentures
governing the Company’s senior and senior subordinated notes contain affirmative, negative
and financial covenants which have, among other requirements, limitations on (i) liens,
(ii) consolidations, mergers or the sale of all or substantially all assets unless no default
exists and, in the case of a consolidation or merger, the surviving entity assumes all of the
Company's obligations under the credit agreement, and (iii) subsidiary debt. The
covenants also provide that the Company may declare and pay a dividend and purchase
its common stock so long as no default exists and the Company's leverage ratio (the ratio
of the Company’s consolidated total debt to consolidated EBITDA (as defined on page 38))
is less than 3.0 to 1. The Company's leverage ratio was significantly less than 3.0 to 1 at
May 31, 2002. The credit agreement covenants also require that the Company's leverage
ratio not exceed 3.5 to 1 and that the Company maintain specified levels of net worth and
fixed-charge coverages. The Company is in compliance with its loan covenants. There are
no compensating balance requirements for any credit line or borrowing.

Future long-term debt maturities and minimum operating lease payments as of May 31,
2002 are as follows:

Dollars in Millions

LONE=1ERM PEEY MATURITIES & (EASE ORMGATIONS

2003 2004 2005 2006 2007 LATER YEARS

Long-term debt $ 99 $ 24 $ 4 $1,283 $ 556 $2,102
Long-term operating leases 192 161 100 81 71 232
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Rental expense under operating leases, including short-term leases, was $286 million in
2000, $237 million in 2001 and $241 million in 2002.

Note 7

INCOME TAXES

Dollars in Millions

Currently Payable:

Federal $ 232 $ 361 $ 569
State 32 55 77
264 416 646

Deferred:
Federal (4) 32 58
State 18 16 32
14 48 90
$ 278 $ 464 $ 736

A reconciliation between the amount of reported income tax expense and the amount
computed by multiplying income from continuing operations before income taxes by the
statutory Federal income tax rate is shown below:

Dollars in Millions

| INEEMNE TArEs]

2000 2001 2002
Tax provision at statutory federal rate of 350% $ 216 $ 400 $ 616
State income taxes, net of federal income tax benefit 32 44 7
Goodwill amortization 23 22 22
Nondeductible goodwill included in asset sales 32 - -
Nondeductible asset impairment charges 1 - 4
Change in valuation allowance and tax contingency reserves {32) (8) 13
Other items 6 6 10

$ 278 $ 464 $ 736
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Deferred tax assets and liabilities as of May 31, 2001 and 2002 relate to the following:

Dotlars in Millions

L DEFERRED TAR ASSETS AND LWABILITIES

2001 2002
""" Assets  Liabilities  Assets  Liabilities

Depreciation and fixed-asset basis differences 5 - $ 796 - $ 866
Reserves related to discontinued operations,

impairment and other unusual charges 122 - 101 -
Receivables — doubtful accounts and adjustments - 10 - 2
Accruals for insurance risks 127 - 142 -
Intangible assets - 68 - 137
Other long-term liabilities 39 - 51 -
Benefit plans 79 - 80 -
Other accrued liabilities 60 - 94 -
Investments and other assets 30 - - 8
Net operating loss carryforwards 1 - 21 -
Other items 7 - 24 -

$ 475 $ 874 $ 523 $1,013

Management believes that realization of the deferred tax assets is more likely than not to
occur as temporary differences reverse against future taxable income.

At May 31, 2002, the Company's carryforwards from prior tax returns available to
offset future federal net taxable income consisted of net operating loss carryforwards of
approximately $24 million expiring in 2004 and $37 million expiring in 2014 through
2016.

Allowable federal deductions relating to net operating losses are subject to annual
limitations. These limitations are not expected to significantly affect the ability of the
Company to ultimately recognize the benefit of these net operating loss deductions in
future years.

Note 8
C_LAHVIS AND LAWSUITS

For years, through May 31, 2002, the Company insured substantially all of its professional
and comprehensive general liability risks in excess of self-insured retentions through a
majority-owned insurance subsidiary under a mature claims-made policy with a 10-year
discovery period. These self-insured retentions were $1 million per occurrence for the
three years ended May 31, 2002 and in prior years varied by hospital and by policy period
from $500,000 to $5 million per occurrence. Risks in excess of $3 million per occurrence
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were, in turn, reinsured with major independent insurance companies. Effective June 1, 2002,
the Company, along with another unrelated health care company, formed a new insurance
subsidiary. This subsidiary insures professional and general liability risks, in excess of a
$2 million self-insured retention, under a first-year only claims-made policy, and, in turn,
reinsures its risks in excess of $5 million per occurrence with major independent insurance
companies. In addition to the reserves recorded by the above insurance subsidiaries, the
Company maintains reserves based on actuarial estimates for the portion of its professional
liability risks, including incurred but not reported claims, for which it does not have insur-
ance coverage. Reserves for losses and related expenses are estimated using expected loss-
reporting patterns and have been discounted to their present value using a discount rate of
7.5%. There can be no assurance that the ultimate liability will not exceed such
estimates. Adjustments to the reserves are included in results of operations in the periods
when such amounts are determined.

Both federal and state agencies continue heightened and coordinated civil and criminal
enforcement efforts against the health care industry. As part of an announced work plan,
which is implemented through the use of national initiatives against health care providers,
including the Company, the government is scrutinizing, among other things, the terms
of acquisitions of physician practices and the coding practices related to certain clinical
laboratory procedures and inpatient procedures. In addition, health care providers,
including the Company, continue to see increased use of the False Claims Act, particularly
by individuals who bring actions on behalf of the government alleging that a hospital has
defrauded the federal government. Although companies in the health care industry in
general, and the Company in particular, have been and may continue to be subject to these
government investigations and other actions, the Company is unable to predict the impact
of such actions on its business, financial condition or results of operations.

Noteg
SELECTED BALANCE SHEET DETAILS

Dollars in Millions

l OTHER CURRENT ASSETS)

2001 2002
Other receivables $ 162 $ 252
Prepaid expenses and ather current items 87 107
Assets held for sale or disposal, at the fower of carrying
value or fair value less estimated costs to sell or dispose 56 42
Other current assets $ 305 $ 401

= . - - B

The results of operations of the assets held for sale or disposal and the impact of
suspending depreciation and amortization were not significant.
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Dollars in Millions

i

2001 2002
Land $ 530 $ 594
Buildings and improvements 4,949 5412
Construction in progress 199 262
Equipment 2,905 3,303

8,583 9,571
Less accumulated depreciation and amortization (2,607) (2,986)
Net property and equipment $ 5976 $ 6,585
[

Property and equipment is stated at cost less accumulated depreciation and amortization
and impairment write-downs related to assets held and used.

Note 10
STOCK BENEFIT PLANS

The Company currently grants stock-based awards pursuant to its 2001 Stock Incentive
Plan, which is described below. Prior to the Company's shareholders approving that plan
at their 2001 Annual Meeting, the Company granted stock-based awards to its directors
and employees pursuant to other plans. Stock options remain outstanding under those
other plans, but no additional stock-based awards will be granted under those other
plans. The Company applies Accounting Principles Board Opinion No. 25 and related
interpretations in accounting for its plans. Accordingly, no compensation cost has been
recognized for stock options granted to employees or directors under the plans because the
exercise prices for options granted were equal to the quoted market prices on the option
grant dates.

Pursuant to the terms of the Company's stock-based compensation plans, awards granted
under the plans vest and may be exercised as determined by the Compensation
Committee of the Company’s Board of Directors. In the event of a change in control, the
Compensation Committee may, in its sole discretion, without obtaining shareholder
approval, accelerate the vesting or performance periods of the awards.

Under the 2001 Stock Incentive Plan, 60,000,000 shares of common stock were
approved for stock-based awards. At May 31, 2002, there were 49,908,830 shares of
common stock available for future grants of stock options and other incentive awards to
the Company's key employees, advisors, consultants and directors under the plan.
Options granted to employees, advisors and consultants have an exercise price equal to
the fair market value of the Company's shares on the date of grant and normally are
exercisable at the rate of one-third per year beginning one year from the date of grant.
Stock options generally expire 10 years from the date of grant. No performance-based
incentive stock awards have been granted since fiscal 1994.
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Under the 2001 Stock Incentive Plan, nonemployee directors receive 18,000 options per year and 36,000
options upon joining the Board of Directors. Awards have an exercise price equal to the fair market value of
the Company's shares on the date of grant. At the recommendation of independent compensation consultants
retained by the Compensation Committee, the options granted vest immediately upon issuance and expire
10 years after the date of grant.

The following table summarizes certain information about the Company’s stock options outstanding at
May 31, 2002

OPTIONS OUTSTANDING OPTIONS EXERCISABLE

Range of Number of Weighted-Average Weighted Average Number of Weighted Average
Exercise Prices Options Remaining Contractual Life Exercise Price Options Exercise Price

$ 62510 $14.52 10,323,931 5.7 years $ 11.60 6,697,797 $ 177
$1453 t0 $22.80 8,180,581 59 vears 19.96 8,135,395 19.97
$22.81to $31.07 11,290,889 8.6 years 28.14 2,221,049 27.68
$31.08 to $39.34 369,000 9.3 years 37.39 144,000 39.00
$39.35 to $47.61 10,232,171 3.5 years 40.42 30,000 40.41

40,396,572 7.5 years $25.45 17,228,241 $ 1797

A summary of the status of the Company’s stock option plans as of May 31, 2000, 2001 and 2002, and changes
during the years ended on those dates is presented below:

STOCK QPTIONS PLANS

Weighted Average Weighted Average Weighted Average

Shares Exercise Price Shares Exercise Price Shares Exercise Price
Outstanding at beginning of year 47,081,279 $ 1584 52,963,926 $ 1481 46,126,755 $ 1774
Granted 12,252,977 11.32 10,758,462 2753 12,869,792 38.60
Exercised (1,821,116) 1n.77 (17,170,896) 14.81 {17,828,297) 15.29
Forfeited (4,549,214) 17.20 (424,737) 19.57 (770,678) 20.08
Outstanding at end of year 52,963,926 14.81 46,126,755 17.74 40,396,572 25.45

Options exercisable at year end 30,179,508 $ 1437 24,298,478 $ 15.28 17,228,241 $17.97
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The weighted average fair value of options granted in 2000, 2001 and 2002 was $5.47,
$14.01 and $18.45, respectively. The fair values of the option grants in the table above, and
for purposes of the pro forma disclosures below, have been estimated as of the date of each
grant using a Black-Scholes option-pricing model with the following weighted-average
assumptions:

l VALATION ASSUNETIONS)

2000 2001 2002
Expected volatility 36.0% 39.0% 39.9%
Risk-free interest rates 5.9% 5.4% 4.5%
Expected lives, in years 6.6 7.0 6.8
Expected dividend yield 0 % 0 % 0 %

The Expected Volatility is derived using daily data drawn from the five years preceding the
date of grant. The risk-free interest rate is the approximate yield on seven-and 10-year
United States Treasury Bonds on the date of grant. The expected life is an estimate of the
number of years the option will be held before it is exercised. The valuation model was not
adjusted for nontransferability, risk of forfeiture or the vesting restrictions of the options,
all of which would reduce the value if factored into the calculation.

Had compensation cost for the Company’s stock options granted to employees and
directors been determined based on these fair values for awards granted during the past
three years, the Company's net income and earnings per share would have been the
amounts indicated below:

Dollars in Millions, Except Per Share Amounts

‘ FORMA DISCLOSURES

Net Income: 2000 .................... 2001 ..................... 2002 .....
As reported $ 302 $ 643 $ 785
Pro forma $ 249 $ 590 $ 73
[ ]
Basic Earnings Per Common Share:
As reported $ 065 $ 134 $ 160
Pro forma $ 054 $ 1.24 $ 1.46
C ]
Diluted Earnings Per Common Share:
As reported $ 064 $ 1.31 $ 1.56
Pra forma $ 053 $ 1.21 $ 143
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Note 11
EMPLOYEE STOCK PURCHASE PLANMN

The Company has an Employee Stock Purchase Plan under which it is authorized to issue
up to 14,250,000 shares of common stock to eligible employees of the Company or its
designated subsidiaries. Under the terms of the plan, eligible employees may elect to have
between 1% and 10% of their base earnings withheld each calendar quarter to purchase,
on the last day of the quarter, shares of the Company's common stock at a purchase price
equal to 85% of the lower of the closing price on the first day of the quarter or its closing
price on the last day of the quarter. In accordance with APB No. 25, no compensation cost
has been recognized for the purchase price discount under this plan. Under the plan, no
individual may purchase, in any year, shares with a fair market value in excess of $25,000.
Under the plan, the Company sold the following numbers of shares in each of the three
years ended May 31:

2000 2001 2002
Number of shares 1,647 831 839,982 691,704
Weighted average price $ 1061 § 1801 $ 3019

( . T T T

Note 12
EMPLOYEE RETIREMENT PLAN

Substantially all domestic employees who are employed by the Company or its
subsidiaries, upon qualification, are eligible to participate in a defined contribution
401(k) plan. Employees who elect to participate may make contributions of from 1% to
20% of their eligible compensation, and the Company matches such contributions up to
a maximum percentage. Company contributions to the plan were approximately $52 million
for fiscal 2000, $54 million for fiscal 2001 and $60 million for fiscal 2002.

Note 13
INVESTMENTS

The Company's principal long-term investments in unconsolidated affiliates at May 31,
2002 included 8,301,067 shares of Ventas and shares of various other investments,
primarily in Internet-related health care ventures. Also included in the Company’s long-
term investments at May 31, 2002 is an investment portfolio of LLS. government securities
aggregating $69 million. The portfolio is being held in an escrow account for the benefit
of the holders of the Company’s 6% Exchangeable Notes and will be released from escrow
when the Company repurchases these Notes (see Note 6). The Company classifies all
these investments as "available-for-sale,” whereby the carrying values of the shares and
debt instruments are adjusted to market value at the end of each accounting period through

®
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a credit or charge, net of income taxes, to other comprehensive income. Through May 31,
2001 and 2002, the accumulated unrealized loss on the Company’s long-term investments
was $71 million and $40 million, respectively. At May 31, 2001 and 2002 the aggregate
market value of these investments was approximately $170 million and $200 million,
respectively.

Note 14
EARNINGS PER COMMON SHARE

The table below is a reconciliation of the numerators and the denominators of the
Company’s basic and diluted earnings per common share computations for income from
continuing operations for each of the three years ended May 31, 2000 through 2002,
adjusted for the June 28, 2002 3-for-2 stock split (see Note 21). Income is expressed in
millions and weighted average shares are expressed in thousands:

Effect of Dilutive

Basic Earnings Stock Options Diluted Earnings

Per Share and Warrants Per Share

2000 Income (Numerator) $ 340 - $ 340
Weighted average shares (Denominator) 467970 4,407 472,377

Per share amount $ 073 $ 072
5 s |

2001 Income (Numerator) $ 678 - . $ 678
Weighted average shares (Denominator} 479,621 1,107 490,728

Per share amount $ 1.4 $ 139
_ )|

2002 Income (Numerator) $1,025 - $1,025
Weighted average shares (Denominator} 489,717 13,182 502,899
Per share amount

$ 209 $ 204

Qutstanding options to purchase 171,000 shares of common stock were not included in
the computation of earnings per share for fiscal 2002 because the options’ exercise prices
were greater than the average market price of the common stock.

Note 15

BISCONTHNUED OPERATIONS —
PSYCHIATRIC HOSPITAL BUSINESS

During the year ended May 31, 2000, the Company recorded a $30 million charge to
discontinued operations ($19 million after taxes or $0.04 per share) to reflect a July 19,
2000 agreement to settle substantially all of the remaining civil litigation related to certain
of the Company's former psychiatric hospitals. The settlements were paid in fiscal 2001,
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Note 16

CUMULATIVE EFFECT
OF ACCOUNTING CHANGE

On June 1, 1999, the Company changed its method of accounting for start-up costs to
expense such costs as incurred in accordance with Statement of Position 98-5. The
adoption of the Statement resulted in the write-off of previously capitalized start-up
costs as of May 31, 1999 in the amount of $19 million, net of tax benefit, which amount is
shown in the accompanying consolidated statement of income for the year ended
May 31, 2000 as a cumulative effect of accounting change.

Note 17

DISCLOSURES ABOUT FAIR VALUE
OF FINANCIAL INSTRUMENTS

The carrying amounts of cash and cash equivalents, accounts receivable, current portion of
long-term debt, accounts payable and accrued interest payable approximate fair value
because of the short maturity of these instruments. The carrying values of investments,
both short-term and long-term (excluding investments accounted for by the equity
method), are reported at fair value. Long-term receivables are carried at cost and are not
materially different from their estimated fair values. The fair value of long-term debt is
based on quoted market prices and approximates its carrying value.

Note 18
;JPPLEMENTAL DISCLOSURES TO

CONSOLIDATED STATEMENTS OF CASH FLOWS

Dollars in Millions

Interest paid (net of amounts capitalized) $ 473 $ 462 $ 389
Income taxes paid (net of refunds received) 226 257 268
T N




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 19

SUPPLEMENTAL DISCLOSURE
FOR OTHER COMPREHENSIVE INCOME

The following table sets forth the tax effects allocated to each component of other
comprehensive income for the years ended May 31, 2000, 2001 and 2002.

Dollars in Millions

Before-Tax Amount Tax (Expense) or Benefit Net-of-Tax Amount

Year Ended May 31, 2000

Foreign currency translation adjustment $ $ $ -
Unrealized losses on securities

held as available-for-sale (142} 53 (89)
Less: reclassification adjustment for

realized gains inciuded in net income {(92) 34 (58)

$ (235) $ 88 $ (147)

Year Ended May 31, 2001

Foreign currency translation adjustment $ B § s @

Unrealized gains on securities

held as available-for-sale 80 (28) 52

Less: reclassification adjustment for

realized gains included in net income (39) 15 (24)
$ 38 $(12) $ 26

Year Ended May 31, 2002

Foreign currency translation adjustments $ @ $ 2 $

Losses on derivatives designated and qualifying
as cash flow hedges (28) 10 (18)

Unrealized gains on
securities held as available-for-sale 31 (12) 19

Less: reclassification adjustment for
realized losses included in net income 1 - 1

Note 20
RTECENTLY ISSUED ACCOUNTING STANDARDS

On June 1, 2001, the Company adopted Statement of Financial Accounting Standards
No. 133, "Accounting for Derivative Instruments and Hedging Activities” (SFAS 133),
which, as amended by SFAS No.137 and No. 138, establishes accounting and reporting
standards for derivative instruments and hedging activities. The adoption of this new
accounting standard has not had a material effect on the Company’s results of operations.
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In June 2001, the FASB issued two new accounting standards, SFAS No. 141, “Business
Combinations,” and SFAS No. 142, "Accounting for Goodwill and Other Intangible
Assets.” Under SFAS No. 141, any business combinations initiated after June 30, 2001
must be accounted for using the purchase method of accounting; the use of the pooling-
of-interests method is prohibited. SFAS No. 141 also specifies criteria that intangible assets
acquired in a business combination must meet in order to be recognized and reported
separately from goodwill. The Company adopted SFAS No. 141 on June 1, 2001.

SFAS No. 142, effective for fiscal years beginning after December 15, 2001, eliminates the
amortization of goodwill and intangible assets with indefinite useful lives. Instead, under
SFAS No. 142, the carrying amount of goodwill and intangible assets with indefinite
useful lives is tested for impairment at least annually at the reporting unit level, as defined,
and will be reduced if it is found to be impaired or is associated with assets sold or other-
wise disposed of. SFAS No. 142 also requires that intangible assets with estimated useful
lives be amortized over these estimated useful lives to estimated residual values and
reviewed for impairment in accordance with SFAS No. 121 and, subsequently, SFAS
No. 144 after its adoption. The Company is evaluating, but has not yet determined,
whether the adoption of the new standard will result in a transitional goodwill impairment
adjustment. The Company has until November 30, 2002 to make that determination.

The adoption of the new standard {as of June 1, 2002) will have a material effect on future
results of operations. The table below, for example, shows the Company’s income from
continuing operations and net income for the years ended May 31, 2000, 2001 and
2002 on a pro forma basis as if the cessation of goodwill amortization had occurred as of
June 1, 1999:

Dollars in Millions, Except Per Share Amounts

l EEBEET ©F SFAS N0, 142)
2000 2001 2002

Income from continuing operations, as reported $ 340 $ 678 $1,025
Goodwill amortization, net of applicable income tax benefits 84 86 86
Pro forma income from continuing operations § 424 § 764 $ 1.
[T e T T T L e e e e e e e B
Net income, as reported $ 302 $ 643 $ 785
Goodwill amortization, net of applicable income tax benefits 84 86 86
Pro forma net income $ 386 $ 729 $ 87

Diluted Earnings Per Common And Common Equivalent Share:
Continuing operations, as reported $0.72 $1.39 $ 204
Goodwill amartization, net of applicable income tax benefits 0.17 0.17 0.17
Pro forma continuing operations $0.89 $1.56 $ 2.21
Net income, as reported $0.64 $1.31 $ 1.56
Goodwill amortization, net of applicable income tax benefits 0.17 0.17 0.17

Pro forma net income $0.81 $1.48 $ 1.73

T T T T E T ITITITIIT T T




NETES TO CONSOLIDATED FINANCIAL STATEMENTS

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement
Obligations.” The Statement addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and associated asset-retirement
costs. The Statement requires that the fair value of a liability for an asset-retirement
obligation be recognized in the period in which it is incurred. Any asset-retirement
obligations would be capitalized as part of the carrying amount of the long-lived asset.
The Statement applies to legal obligations associated with the retirement of long-lived
assets that result from the acquisition, construction, development and normal operation of
long-lived assets. The Statement is effective for years beginning after June 15, 2002, with
earlier adoption permitted. Management does not believe that this Statement will have a
material effect on the Company's financial statements.

In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or
Disposal of Long-Lived Assets." The Statement supersedes SFAS No. 121, "Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of."
This Statement also supersedes earlier standards related to accounting and reporting for the
disposal of a segment of a business. This Statement establishes a single accounting
model for long-lived assets to be disposed of. The Statement retains most of the earlier

requirements related to the recognition of impairment of long-lived assets to be held
and used. The Company adopted this Statement as of June 1, 2002. Management does
not believe that this Statement will have a material effect on the Company's financial
statements.

In April 2002, the FASB issued SFAS No.145, which eliminates the requirement to report
gains or losses from early extinguishments of debt as extraordinary items in the
income statement, unless they meet the criteria for an extracrdinary item under
APB Opinion No. 30. Under the new rule, such gains or losses generally will be reported
as part of income from continuing operations. Any gain or loss on early extinguishment of
debt that was classified as an extraordinary item in prior periods presented will be
reclassified. The Company adopted the provisions of SFAS No.145 as of June 1, 2002, and
thus will reclassify its losses from early extinguishment of debt in future presentations of
its consolidated statements of income, including interim periods. Each of the
Company'’s fiscal years ended May 31, 2001 and 2002 contained these types of losses.
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The following table sets forth the required reclassifications:

Dollars in Millions

T EARLY EXTINGUISHMENT OF DEGT @@@M@@U@D@&?D@MJ

As Presently Reclassification of Effect of
Classified Extraordinary Item SFAS No. 145
2001 Income from continuing operations
before income taxes $1,142 $ (56) $1,086
Income taxes (464) 21 (443)
Income from continuing operations 678 (35) 643
Extraordinary charge from early extinguishment
of debt, net of taxes (35) 35 -
Net income $ 543 $ - $ 643
S AR
2002 income from continuing operations
before income taxes $1,761 $ (383) $1378
income taxes (736) 143 {593)
Income from continuing operations 1025 (240) 785
Extraordinary charge from early extinguishment
of debt, net of taxes (240) 240 -
Net income $ 785 5 - $ 785
Note 21

EMMQN STOCK SPLIT

On May 22, 2002, the Company’s Board of Directors approved a 3-for-2 common stock
split distributed June 28, 2002 to holders of record on June 12, 2002 and concurrently
approved an increase in the Company's authorized common stock from 700 million shares
to 1.05 billion shares and a reduction in the par value of the common stock from $0.075
to $0.05 per share. Neither action required shareholder approval. Share and per share

amounts in the accompanying consolidated financial statements have been adjusted to

reflect the stock split.




SUPPLEMENTARY FINANCIAL [NFORMATION

Dollars in Millions, Except Per Share Amounts

IANCIAL BATA

FISCAL 2001 QUARTERS FISCAL 2002 QUARTERS
First  Second Third  Fourth First  Second Third  Fourth
Net operating revenues $ 2893 $2915 $3036 $3.209 $3297 $3394 $3484 $3738
Income from continuing operations 154 175 198 151 224 192 288 32
Net income 154 175 198 116 155 89 280 261
Earnings Per Share from Continuing Operations:
Basic $033 $037 $041 $03 $046 $033 $059 $065
Diluted

$032 $036 %040 $ 031 $045 $038 $057 $064

All periods have been adjusted to reflect a 3-for-2 stock split declared in May 2002 and distributed on June 28, 2002

Quarterly operating results are not necessarily representative of operations for a full year for various reasons,
including levels of occupancy, interest rates, acquisitions, disposals, revenue allowance and discount fluctuations,
the timing of price changes, gains and losses on sales of assets, impairment and other unusual charges and
fluctuations in quarterly tax rates. For example, fiscal 2001 includes impairment and other unusual charges of
$143 million and net gains on sales of facilities and long-term investments of $28 million recorded in the fourth
quarter. The fourth quarter also includes a $35 million extraordinary charge from early extinguishment of debt.
Fiscal 2002 includes impairment and other unusual charges of $99 million recorded in the second quarter
and extraordinary charges from early extinguishment of debt of $69 million, $103 million, $8 million and
$60 million recorded in the first, second, third and fourth quarters, respectively.

COMNMON STOCK INFORMATION @W@UEE@M

FISCAL 2001 QUARTERS FISCAL 2002 QUARTERS
First  Second Third Fourth First  Second Third Fourth
Price Range:
High $2179 $289 $3133 $3183 $3926 $ 4185 $4427 $5030

Low $ 1650 $2038 $2487 $2533 $ 2982 $3500 $37.80 $37.67

All periods have been adjusted to reflect a 3-for-2 stock split declared in May 2002 and distributed on June 28, 2002.
At July 31, 2002 there were approximately 10,100 holders of record of the Company's common stock. The

Company's common stock is listed and traded on the New York Stock Exchange. The stock prices above are the
high and low sales prices as reported in the NYSE Composite Tape for the last two fiscal years.
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hospitals and many related health care services. Our 113,000
employees treated millions of patients last year. Their work
embodies the core business philosophy reflected in our name:
the importance of shared values among partners in providing
a full spectrum of quality health care.
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PART1
ftem I. Business
GENERAL

Tenet Healthcare Corporation (together with its subsidiaries, “Tenet”, the “Registrant” or the “Company”) is
the second-largest investor-owned health care services company in the United States. At May 31, 2002, Tenet’s
subsidiaries and affiliates (collectively “subsidiaries”) owned or operated 116 domestic general hospitals with
28,667 licensed beds and related health care facilities serving urban and rural communities in 17 states, owned
one general hospital and related health care facilities in Barcelona, Spain, and held investments in other health
care companies. The related health care facilities included a small number of rehabilitation hospitals, specialty
hospitals, long-term-care facilities, a psychiatric facility and medical office buildings located on the same
campus as, or nearby, its general hospitals, physician practices and various ancillary health care businesses,
including outpatient surgery centers, home health care agencies, occupational and rural health care clinics and
health maintenance organizations.

Several years ago Tenet adopted a “back to basics” approach to improving its operations and financial
performance. Various initiatives developed as part of that back to basics approach helped Tenet to significantly
improve its operations and financial performance in fiscal year 2002. Among those initiatives, which are
discussed in more detail below, are initiatives to (i) improve patient, physician and employee satisfaction,

(ii) acquire new, or expand and enhance existing, integrated health care delivery systems, (iii) reduce bad debts
and improve cash flow, (iv) focus on core services such as cardiology, orthopedics and neurology designed to
meet the health care needs of the aging baby boomer generation, (v) improve recruitment and retention of
nurses and other employees, (vi) improve the quality of care provided at its hospitals by identifying best
practices and exporting those best practices to all of its hospitals; and (vii) improve operating efficiencies and
reduce costs while maintaining the quality of care provided.

Tenet regularly reviews its portfolio of facilities to assess performance and allocate resources. Tenet intends
to continue its strategic acquisitions of, and partnerships or affiliations with, additional general hospitals and
related health care businesses in order to expand and enhance its integrated health care delivery systems. From
time to iime, Tenet also may close or sell facilities or convert them to alternate uses.

As discissed in more detail under Health Care on page 2, Tenet’s subsidiaries acquired five general hospitals
and sol¢ cne general hospital during fiscal 2002. During fiscal 2002, a partnership between a Tenet subsidiary
and The Cieveland Clinic Foundation opened the Cleveland Clinic Florida Hospital.

On Marech 1, 2001, the Company entered into a senjor unsecured $500 million 364-day credit agreement and
a senior unisecured $1.5 billion five-year revolving credit agreement. On February 28, 2002, the Company
renewed the 364-day agreement for another 364 days. The credit agreements allow the Company to borrow,
repay and reborrow up to $500 million prior to March 1, 2003 and $1.5 billion prior to March 1, 2006. The
Company had approximately $831 million available under its credit agreements at May 31, 2002.




Linder segment reporting criteria, Tenet’s business of providing health care is a single reportable operating
segment, See the discussion of Tenet’s revenues and operations in “Management’s Discussion and Analysis of
Finencal Condition and Results of Operations” contained in Tenet’s Annual Report to Shareholders for the year
end=d May 31, 2002.

OPERATIONS

A. Health Care

All of Tenet’s operations are conducted through its subsidiaries. At May 31, 2002, Tenet’s subsidiaries
operated 116 domestic general hospitals with 28,667 licensed beds serving urban and rural communities in 17
states. Of those general hospitals, 96 are owned by Tenet’s subsidiaries and 20 are owned by third parties and
leased by Tenet subsidiaries (including one Tenet-owned facility that is on land leased from a third party), A
Tenet subsidiary also owns one general hospital and ancillary health care operations in Barcelona, Spain.

During fiscal 2002, Tenet’s subsidiaries acquired five general hospitals: Good Samaritan Medical Center in
West Palm Beach, Florida, with a total of 341 beds, St. Mary’s Medical Center in West Palm Beach, Florida,
with a total of 460 beds, St. Alexius Hospital in St. Louis, Missouri, with a total of 203 beds, Daniel Freeman
Memorial Hospital in Inglewood, California, with a total of 358 beds, and Daniel Freeman Marina Hospital in
Marina Del Rey, California, with a total of 166 beds {which is in the process of being closed). During fiscal
2002, Tenet sold one general hospital. On June 1, 2002, Tenet closed St. Luke Medical Center in Pasadena,
California.

During fiscal 2002, a partnership formed between a subsidiary of the Company and The Cleveland Clinic
Foundation (the “Foundation”) opened the Cleveland Clinic Florida Hospital (the “Hospital”} in Weston,
Florida. The Company’s subsidiary provides operational and management expertise to the Hospital. Under a
medical services agreement between the partnership and The Cleveland Clinic Florida (the “Clinic”) - a
subsidiary of the Foundation, the Clinic provides to the Hospital clinical and medical administration and is the
exclusive provider of all specialty medical staff.

Each of Tenet’s general hospitals offers acute care services, operating and recovery rooms, radiology
services, respiratory therapy services, pharmacies and clinical laboratories, and most offer intensive care,
critical care and/or coronary care units, and physical therapy, orthopedic, oncology and outpatient services. A
nuwrber of the hospitals also offer tertiary care services such as open-heart surgery, neonatal intensive care and
aeuroscience, Eight of the Company’s hospitals-Memorial Medical Center, USC University Hospital, St. Louis
University Hospital, Hahnemann University Hospital, Sierra Medical Center, Western Medical Center, St.
Christopher’s Hospital for Children and the Cleveland Clinic Florida Hospital-offer quaternary care in such
areas as heart, lung, liver and kidney transplants. USC University Hospital, Sierra Medical Center and Good
Samaritan Medical Center also offer gamma-knife brain surgery and St. Louis University Hospital, Hahneman
University Hospital and Memorial Medical Center offer bone marrow transplants. Except for one small hospital
that has not sought to be accredited, each of the Company’s facilities that is eligible for accreditation is fully
accredited by the Joint Commission on Accreditation of Healthcare Organizations (“JCAHO™), the Commission
on Accreditation of Rehabilitation Facilities (“CARF”) (in the case of rehabilitation hospitals), The American
Osteopathic Association (“AOA”) (in the case of two hospitals) or another appropriate accreditation agency.
With such accreditation, the Company’s hospitals are eligible to participate in the
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Medicare and Medicaid programs. The one hospital that is not accredited participates in the Medicare program
through 2 special waiver that must be renewed each year.

For many years, significant unused capacity at U.S. hospitals, payor-required preadmission authorization and
payor pressure to maximize outpatient and alternative health care delivery services for less acutely ill patients
created an environment where hospital admissions and length of stay declined significantly. More recently,
admissions have begun to increase as the baby boomer generation enters the stage of life where hospital
utilization increases.

Among various initiatives the Company has implemented to address this trend is focusing on core services,

such as cardiology, orthopedics and neurology, to meet the health care needs of the baby boomer generation.
The Company’s facilities also will continue to emphasize those outpatient services that can be provided on a

quality, cost-effective basis and that the Company believes will meet the needs of the communities the facilities

serve. The patient volumes and net operating revenues at both the Company’s general hospitals and its
outpatient surgery centers are subject to seasonal variations caused by a number of factors, including, but not
necessarily limited to, seasonal cycles of illness, climate and weather conditions, vacation patterns of both

patients and physicians and other factors relating to the timing of elective procedures.

The following table lists, by state, the general hospitals owned or leased by Tenet’s subsidiaries and operated

domestically as of May 31, 2002:

Licensed
Geographic Area/State Facility Location Beds
Alabama Brookwood Medical Center Birmingham 586
Arkansas Central Arkansas Hospital Searcy 193
National Park Medical Center Hot Springs 166
Regional Medical Center of NEA (1) Jonesboro 104
St. Mary’s Regional Medical Center Russellville 170
California (Southern) Alvarado Hospital Medical Center/SDRI San Diego 311
Brotman Medical Center Culver City 432
Centinela Hospital Medical Center Inglewood 371
Century City Hospital Los Angeles 190
Chapman Medical Center Orange 114
Coastal Communities Hospital Santa Ana 178
Community Hospital of Huntington Park Huntington Park 81
Daniel Freeman Marina Hospital Marina del Rey 166
Daniel Freeman Memorial Hospital Inglewood 358
Desert Regional Medical Center Palm Springs 393
Encino-Tarzana Regional Medical Center (2) Encino 151
Encino-Tarzana Regional Medical Center (2) Tarzana 236
Fountain Valley Regional Hospital and Medical Ctr Fountain Valley 400
Garden Grove Hospital and Medical Center Garden Grove 167
Garfield Medical Center Monterey Park 210
Greater El Monte Community Hospital South El Monte 117
Irvine Regional Hospital and Medical Center Irvine 176
John F. Kennedy Memorial Hospital Indio 130
Lakewood Regional Medical Center Lakewood 161
Los Alamitos Medical Center Los Alamitos 167
Midway Hospital Medical Center Los Angeles 225
Mission Hospital of Huntington Park Huntington Park 109
Monterey Park Hospital Monterey Park 101
Placentia Linda Hospital Placentia 114
Queen of Angels/Hollywood Presbyterian Med Ctr Los Angeles 434
St. Luke Medical Center (3) Pasadena 165
San Dimas Community Hospital San Dimas 93
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Status

Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Leased
Owned
Leased
Owned
Owned
Leased
Leased
Leased
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned




Geographic Area/State Facility Location
Santa Ana Hospital Medical Center Santa Ana
Suburban Medical Center Paramount
USC University Hospital (4) Los Angeles
Western Medical Center Santa Ana
Western Medical Center Hospital Anaheim Anaheim
Whittier Hospital Medical Center Whittier
California (Northern) Community Hospital of Los Gatos Los Gatos
Doctors Hospital of Manteca Manteca ”
Doctors Medical Center Modesto
Doctors Medical Center San Pablo
Redding Medical Center Redding
San Ramon Regional Medical Center San Ramon
Sierra Vista Regional Medical Center San Luis Obispo
Twin Cities Community Hospital Templeton
Florida Cleveland Clinic Florida Hospital(5) Weston
Coral Gables Hospital Coral Gables
Delray Medical Center Delray Beach
Florida Medical Center Ft. Lauderdale
Good Samaritan Hospital West Palm Beach
Hialeah Hospital Hialeah
Hollywood Medical Center Hollywood
North Ridge Medical Center Ft. Lauderdale
North Shore Medical Center Miami
Palm Beach Gardens Medical Center Palm Beach Gardens
Palmetto General Hospital Hialeah
Parkway Regional Medical Center North Miami Beach
St. Mary’s Medical Center West Palm Beach
Seven Rivers Community Hospital Crystal River
West Boca Medical Center Boca Raton
Georgia Atlanta Medical Center Atlanta
North Fulton Regional Hospital Roswell
South Fulton Medical Center East Point
Spalding Regional Hospital Griffin
Sylvan Grove Hospital Jackson
Indiana Winona Memorial Hospital Indianapotlis
Louisiana Doctors Hospital of Jefferson Metairie
Kenner Regional Medical Center Kenner
Meadowcrest Hospital Gretna
Memorial Medical Center, Mid-City Campus New Orleans
Memorial Medical Center, Uptown Campus New Orleans
Northshore Regional Medical Center Slidell
St. Charles General Hospital New Orleans
Massachusetts MetroWest Medical Center—Leonard Morse(6) Natick
MetroWest Medical Center—Union Hospital(6) Framingham
St. Vincent Hospital at Worcester Medical Cir(7) Worcester
Mississippi Gulf Coast Medical Center Biloxi
Missouri Des Peres Hospital St. Louis
Forest Park Hospital St. Louis
SouthPointe Hospital St. Louis
St. Alexius Hospital St. Louis
St. Louis University Hospital St. Louis
Three Rivers Healthcare—North Campus Poplar Bluff
Three Rivers Healthcare—South Campus Poplar Bluff
Twin Rivers Regional Medical Center Kennett
Nebraska Creighton University Medical Center(8) Omaha
Nevada Lake Mead Hospital Medical Center North Las Vegas
North Carolina Central Carolina Hospital Sanford
) Frye Regional Medical Center Hickory
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Licensed
Beds

69
182
293
287
188
181
143
7
465
232
238
123
201
84
150
273
343
459
341
378
324
332
357
204
360
382
460
128
185
460
167
392
160
25
317
124
203
203
193
369
174
154
182
238
348
189
167

Status

Leased
Leased
Leased
Owned
Owned
Owned
Leased
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Leased




Geographic Area/State Facility Location Beds Status
Pennsylvania Elkins Park Hospital Elkins Park 243 Owned
Graduate Hospital Philadelphia 303 Owned
Hahnemann University Hospital Philadelphia 618 Owned
Medical College of Pennsylvania Hospital Philadelphia 465  Owned
Parkview Hospital Philadelphia 200  Owned
St. Christopher’s Hospital for Children Philadelphia 183  Owned
Warminster Hospital Warminster 145  Owned
South Carolina East Cooper Regional Medical Center Mount Pleasant 100 Owned
Hilton Head Medical Center and Clinics Hilton Head 93 Owned
Piedmont Medical Center Rock Hill 268  Owned
Tennessee John W. Harton Regional Medical Center Tullahoma 137 Owned
St. Francis Hospital Memphis 651  Owned
University Medical Center Lebanon 257  Owned
Texas (Dallas) Doctors Hospital Dallas 198 Owned
Lake Pointe Medical Center Rowlett 97 Owned
RHD Memorial Medical Center Dallas 150  Leased
Trinity Medical Center Carrollton 137 Leased
Texas (Houston) Cypress Fairbanks Medical Center Houston 140 Owned
Houston Northwest Medical Center Houston 498  Owned
Park Plaza Hospital Houston 468  Owned
Twelve Oaks Medical Center Houston 526  Owned
Texas (Other) Brownsville Medical Center Brownsville 243 Owned
Nacogdoches Medical Center Nacogdoches 150 Owned
Providence Memorial Hospital El Paso 486  Owned
Shelby Regional Medical Center Center 54  Owned
Sierra Medical Center El Paso 354  Owned

(1)  Owned by a limited liability company in which a Tenet subsidiary owns a 95 percent interest and is the
managing member.

(2)  Leased by a partnership in which Tenet’s subsidiaries own a 75 percent interest and of which a Tenet

subsidiary is the managing general partner.

(3)  Facility closed as of June 1, 2002,

(4)  Facility owned by Tenet on land leased from a third party.

(5)  Owned by a partnership in which a Tenet subsidiary owns a 51 percent interest and is the managing
general partner.

(6)  Owned by a limited partnership in which a Tenet subsidiary owns a 79.9 percent interest and is the
managing general partner.

(7} Owned by a limited liability company in which a Tenet subsidiary owns a 90 percent interest and is the
managing member.

(8)  Owned by a limited liability company in which a Tenet subsidiary owns a 74 percent interest and is the
managing member.




The largest concentrations of the Company’s hospital beds are in California (29.7 percent), Florida (16.3
percent) and Texas (12.2 percent). While having concentrations of hospital beds within geographic areas helps
the Company to contract more successfully with managed care payors, reduce management, marketing and
other expenses and more efficiently utilize resources, such concentrations increase the risk that any adverse
economic, regulatory or other developments that may occur within such areas may adversely affect the
Company’s business, financial position or results of operations.

Tenet believes that its hospitals are well-positioned to compete effectively in the rapidly evolving health care
environment. Tenet continually analyzes whether each of its hospitals fits within its strategic plans and has and
will continue to analyze ways in which such assets may best be used to maximize shareholder value. To that
end, the Company occasionally may close, sell or convert to alternate uses certain of the Company’s facilities
and services in order to eliminate non-strategic assets, duplicate services or excess capacity or because of
changing market conditions.

The following table shows certain information about the general hospitals owned or leased domestically by
Tenet’s subsidiaries for the fiscal years ended May 31:

2000 2001 2002
Total number of facilities 110 111 116
Total number of licensed beds 26939 27277 28,667
Average occupancy during the period 46.8% 50.0% 51.6%

The above tables do not include Tenet’s general hospital in Barcelona, Spain, or Tenet’s rehabilitation hospitals,
long-term-care facilities, psychiatric facility, outpatient surgery centers or other ancillary facilities.

B. Business Strategy

The Company’s objective is to provide quality health care services responsive to the needs of each
community or area within the current regulatory and managed care environment. Tenet believes that
competition among health care providers occurs primarily at the local level. Accordingly, the Company tailors
its local strategies to address the specific competitive characteristics of each area in which it operates, including
the number and size of facilities operated by Tenet’s subsidiaries and their competitors, the nature and structure
of physician practices and physician groups and the demographic characteristics of the area. To achieve its
objective, the Company pursues the following strategies:

° Improving patient, physician and employee satisfaction. An important program in this area, the
“Target 100” program, targets 100 percent satisfaction rates among patients, physicians and
employees at Tenet’s facilities. Under the program, employees at every hospital are trained to
focus on the following five pillars in every aspect of their jobs: Service, Quality, Cost, People and
Growth. The Target 100 program has been implemented at all of the Company’s hospitals and
employees at all of Tenet’s hospitals have received their initial Target 100 training. The program
also has been implemented at the Company’s corporate offices and Dallas service center with the
focus on attaining 100 percent satisfaction from the hospitals served by the Company’s corporate
offices and Dallas service center.




Acquiring or entering into strategic partnerships with hospitals, groups of hospitals, other health
care businesses and ancillary health care providers where appropriate to expand and enhance
quality integrated health care delivery systems responsive to the current managed care
environment. Being a comprehensive provider of quality health care services in selected
communities enables the Company to attract and serve patients and physicians. The Company
carefully evaluates investment opportunities and invests in projects that enhance its objective of
providing quality health care services, maximizing its return on investments and enhancing
shareholder value.

Reducing bad debts and improving cash flow. The Company has taken actions such as improving
its admissions processes, including providing better training for employees involved in admitting
patients, simplifying its contracts with managed care providers to cut down on billing disputes,
improving its charting and billing processes to bill more promptly and reduce the number of errors
and re-engineering the collections process to ensure that bills are paid in a timely manner. The
Company also has made a policy decision to aggressively pursue, through litigation and other
means, claims against managed care payors who do not promptly pay their bills.

Focusing on core services such as cardiology, orthopedics and neurology designed to meet the
health care needs of the aging baby boomer generation. The Company is dedicating significant
capital to building or enhancing facilities and acquiring equipment to support those core services
and is focusing on recruiting physicians who specialize in cardiology, orthopedics and neurology
to practice at its hospitals.

Improving recruitment and retention of nurses and other employees. Among the steps Tenet is
taking to attract and retain employees generally, and nurses in particular, is its “employer of
choice” program, through which Tenet strives to be the employer of choice in each region where it
is located. The program includes continuing education programs designed to allow employees to
earn advanced credentials and degrees, including on-line education programs which may be
completed at a Tenet facility or at home in order to address the varied work schedules of hospital-
based employees. The program also includes a focus on employee recognition, reducing waiting
periods for participation in employee benefit plans, flexible work schedules where appropriate and
the Tenet Rewards program, which allows employees to purchase certain goods and services at
discounted prices.

Improving the quality of care provided at its hospitals by identifying best practices, re-engineering
hospital processes to help achieve better outcomes for patients, and offering those best practices to
all of its hospitals. One program designed to accomplish this is Tenet’s “Partnership for Change”
program. The program is designed to create a quality monitoring culture among Tenet’s
employees, physicians and other health care professionals who practice at Tenet’s hospitals. The
program calls for tracking outcomes in an effort to help maximize the most effective clinical
practices. The Partnership for Change program has been implemented in 38 of the Company’s
hospitals in Southern California, New Orleans and South Florida. Over time, the program will be
rolled out to all of Tenet’s facilities.



. Improving operating efficiencies and reducing costs while maintaining the quality of care
provided. For example, by aggregating volume purchases among a large group of purchasers,
including Tenet’s hospitals and the hospitals and other health care facilities of many other
investor-owned and not-for-profit health care providers, and enforcing purchasing guidelines,
Broadlane, Inc., has been able to lower Tenet’s supply costs. Broadlane also offers procurement
strategy, outsourcing and e-commerce services. While Tenet is the majority owner of Broadlane,
other health care providers and others, including key employees of Tenet and its subsidiaries, have
invested in Broadlane.

° Developing and maintaining strong relationships with physicians and fostering a physician-
friendly culture that will enhance patient care and fulfill the health care needs of the communities
the Company serves.

° Entering into discounted fee-for-service arrangements and managed care contracts with third-party
payors.

Tenet’s general hospitals serve as hubs for integrated health care delivery systems. Those systems are
designed to provide quality medical care throughout a community or area. For a further discussion of how
Tenet’s business strategy enhances its competitive position, see Competition on page 10.

To continue to enhance its integrated health care delivery systems, Tenet intends to make strategic
acquisitions of hospitals, build new hospitals and expand its existing hospitals. The Company recently has seen
an increase in the number of not-for-profit hospitals available for purchase and expects to make more strategic
acquisitions as a result of that trend. The fact that the governing boards of not-for-profit hospitals now typically
engage investment bankers or other third parties to assist with the process of selling their hospitals results in a
more competitive process, which may result in higher prices for those hospitals. Furthermore, legislative
requirements concerning the procedures that a for-profit hospital company must follow when acquiring a not-
for-profit hospital in many states, as well as other factors, have increased the amount of time it takes the
Company to acquire a not-for-profit hospital. In order to meet market-driven demands, such as the demand for
hospital services in a wider geographic area or for outpatient services, and to expand its hospitals’ market share
in certain geographic areas, the Company also is pursuing opportunities to build new hospitals or
comprehensive outpatient centers that typically do not provide overnight inpatient care.

Several years ago many of the Company’s subsidiaries entered into employment or at-risk management
agreements with physicians. A large percentage of those physician practices were acquired as part of large
hospital acquisitions or through the formation of integrated health care delivery systems. During the latter part
of fiscal year 1999, the Company undertook the process of evaluating its physician strategy and began to
develor plans to divest, terminate or allow to expire a significant number of its existing unprofitable agreements
with physicians. During fiscal years 2000 and 2001, the Company’s subsidiaries exited 77 percent of the
unprofitable physician agreements that management had authorized be terminated or allowed to expire.
Substaidtially all of the remaining unprofitable physician agreements were terminated by July 31, 2002. The
Company’s subsidiaries continue to employ or manage a number of more profitable or strategic physician
practices, which are managed at the local level.




PROPERTIES

Tenet’s principal executive offices are located at 3820 State Street, Santa Barbara, California 93105. That
building is leased by a Tenet subsidiary under a lease that expires in 2006. The telephone number of Tenet’s
Santa Barbara headquarters is (805) 563-7000. Hospital support services for Tenet’s subsidiaries are located in a
service center in Dallas, Texas, in space leased by a Tenet subsidiary under a lease that terminates in 2010
unless the Company exercises one or both of its two five-year renewal options. At May 31, 2002, Tenet and its
subsidiaries also were leasing space for regional offices in California, Florida, Georgia, Louisiana, Missouri,
Pennsylvania and Texas. In addition, Tenet’s subsidiaries operated domestically 163 medical office buildings,
most of which are adjacent to Tenet’s general hospitals.

The number of licensed beds and locations of the Company’s general hospitals are described on pages 3
through 5. As of May 31, 2002, Tenet had approximately $51 million of outstanding loans secured by property
and equipment and approximately $49 million of capitalized lease obligations. The Company believes that all of
these properties, as well as the administrative and medical office buildings described above, are suitable for
their intended purposes.

MEDICAL STAFF AND EMPLOYEES

Tenet’s hospitals are staffed by licensed physicians who have been admitted to the medical staff of
individual hospitals. Members of the medical staffs of Tenet’s hospitals also often serve on the medical staffs of
hospitals not owned by the Company and may terminate their affiliation with the Tenet hospital or shift some or
all of their admissions to competing hospitals at any time. Although Tenet owns some physician practices and,
where permitted by law, employs some physicians, the majority of the physicians who practice at the
Company’s hospitals are not employees of the Company. Nurses, therapists, lab technicians, facility
maintenance staff and the administrative staff of hospitals normally are employees of the Company.

Tenet’s operations are dependent on the efforts, ability and experience of its employees and physicians.
Tenet’s continued growth depends on (i) its ability to attract and retain skilled employees, (ii) the ability of its
key employees to manage growth successfully and (iii) Tenet’s ability to attract and retain physicians and other
health care professionals at its hospitals. In addition, the success of Tenet is, in part, dependent upon the quality,
number and specialties of physicians on its hospitals’ medical staffs, most of whom have no long-term
contractual relationship with Tenet and may terminate their association with Tenet’s hospitals at any time.
Although Tenet currently believes it will continue to successfully attract and retain key employees, qualified
physicians and other health care professionals, the loss of some or all of its key employees or inability to attract
or retain sufficient numbers of qualified physicians and other health care professionals could have a material
adverse effect on the Company’s business, financial position or results of operations.
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The number of Tenet’s employees (of which approximately 30 percent were part-time employees) at May
31, 2002 was approximately as follows:

General hospitals and related health care facilities(1) 112,651
Tenet Service Center and regional and support offices 1,064
Corporate headquarters 162
Total 113,877

(1)  Includes employees whose employment relates to the operations of the Company’s general hospitals,
rehabilitation hospitals, psychiatric facility, specialty hospitals, outpatient surgery centers, managed
services organizations, physician practices, debt collection subsidiary and other health care operations.

Tenet is subject to the federal minimum wage and hour laws and maintains various employee benefit plans.
Labor relations at Tenet’s facilities have been satisfactory and approximately eight percent of Tenet’s
employees are represented by labor unions. The hospital industry in general, including the Company’s hospitals,
are seeing an increase in the amount of union activity, particularly in California, The Company does not expect
the increase in union activity to significantly impact the Company’s business, financial position or results of
operations.

The hospital industry in general is experiencing a nationwide nursing shortage. This shortage is more serious
in certain arcas than others, including several areas in which the Company operates hospitals, such as Scuth
Florida, Southern California and Texas, and in certain specialties. The nursing shortage has become a
significant operating issue to health care providers, including the Company, and has resulted in increased costs
to the Company for nursing personnel, The Company cannot predict the degree to which it will be affected by
the future availability and cost of nursing personnel, but it expects the nursing shortage to continue, which may
require the Company to enhance wages and benefits to recruit and retain nurses and also may require an
increase in the utilization of more expensive temporary personnel. Among the steps Tenet is taking to attract
and retain employees generally, and nurses in particular, is its “employer of choice” program, which is
described on page 7 above.

COMPETITION

Tenet’s general hospitals and other health care businesses operate in competitive environments. A facility’s
competitive position within the geographic area in which it operates is affected by a number of competitive
factors, including: the scope, breadth and quality of services a hospital offers to its patients and physicians; the
number, quality and specialties of the physicians who refer patients to the hospital; nurses and other health care
professionals employed by the hospital or on its staff; its reputation; its managed care contracting relationships;
the extent to which it is part of an integrated health care delivery system; its location; the location and number
of competitive facilities and other health care alternatives; the physical condition of its buildings and
improvements; the quality, age and state of the art of its medical equipment; its parking or proximity to public
iransportation; the length of time it has been a part of the community; and its charges for services. Tax-exempt
compeaiots may have certain financial advantages not available to Tenet’s facilities, such as endowments,
chariab'e contributions, tax-exempt financing and exemptions from sales, property and income taxes. Tenet
believes that competition among health care providers occurs primarily at the local level. Accordingly, the
Company tailors its hospitals’ local strategies to address the specific competitive characteristics of the region in
which they operate.




The importance of Tenet’s facilities obtaining managed care contracts has increased over the years as
employers, private and government payors and others have tried to control rising health care costs. The
revenuers and operating results of most of the Company’s hospitals are significantly affected by the hospitals”
ability t~ negotiate favorable contracts with managed care payors.

A health care provider’s ability to compete for favorable managed care contracts is affected by many factors,
including the competitive factors referred to above. Among the most important of those factors is whether the
hospital is part of an integrated health care delivery system and, if so, the scope, breadth and quality of services
offered by such system and by competing systems. A hospital that is part of a system with many hospitals
throughout a geographic area is more likely to obtain managed care contracts, and to obtain more favorable
terms in those contracts, than a hospital that is not.

Tenet evaluates changing circumstances in each geographic area on an ongoing basis and positions itself to
compete in the managed care market by forming its own, or joining with others to form, integrated health care
delivery systems. Most of Tenet’s hospitals are located in geographic areas where they have the number one or
number two market share. In those areas, Tenet negotiates with managed care providers with the goal of
including all of its hospitals within the region in each managed care contract. In addition to negotiating
managed care contracts for its networks of hospitals, Tenet: (i) encourages physicians practicing at its hospitals
to form independent physician associations (“IPAs”) and (ii) joins with those IPAs as well as other physicians
and physician group practices to form physician hospital organizations (“PHOs”) to enter into managed care
and other contracts both on behalf of those groups and, in certain circumstances, on behalf of the PHOs.

Tenet’s networks in Southern California, South Florida, the greater New Orleans area, St. Louis,
Philadelphia and, more recently, Atlanta are models of how Tenet has developed networks of its own hospitals
and related health care facilities to meet the health care needs of these communities throughout those
geographic areas. In geographic areas where Tenet has fewer hospitals, those hospitals may join with other
hospitals and health care providers to create integrated health care delivery systems in order to better compete
for managed care contracts.

Another important factor in Tenet’s future success is the ability of its hospitals to continue to attract and
retain staff physicians, The Company attracts physicians to its hospitals by equipping its hospitals with
technologically advanced equipment and physical plant, properly maintaining the equipment and physical plant,
sponsoring training programs to educate physicians on advanced medical procedures and otherwise creating an
environment within which physicians prefer to practice. The Company also attracts physicians to its hospitals
by using iocal governing boards, consisting primarily of physicians and community members, to develop short-
and iong-term plans for the hospital and review and approve, as appropriate, actions of the medical staff,
including staff appointments, credentialing, peer review and quality assurance. While physicians may terminate
their association with a hospital at any time, Tenet believes that by striving to maintain and improve the level of
care at its hospitals and by maintaining ethical and professional standards, it will attract and retain qualified
physictans with a variety of specialties.




“Target 100" and “Partnership for Change” are two important programs that Tenet has adopted to enhance
physictan satisfaction and make the Company’s hospitals more attractive to physicians. As noted in the
Business Strategy discussion on page 6, the “Target 100” program targets 100 percent satisfaction rates among
patients, physicians and employees at Tenet’s facilities. Under the program, employees at every hospital are
frained to focus on the following five pillars in every aspect of their jobs: Service, Quality, Cost, People and
Growth. Tenet’s Partnership for Change program, which also is described in the Business Strategy discussion
on page 7, is designed to create a quality monitoring culture among Tenet’s employees, physicians and other
health care professionals who practice at Tenet’s hospitals. The program employs a computerized outcomes
management system that contains clinical and demographic information from the Company’s hospitals and
physicians and allows users to identify “best practices™ for treating specific diagnostic-refated groups. The
Company’s goal is to improve the quality of care provided at its hospitals by maximizing the most effective
clinical practices and eliminating those that have proven not to be effective.

The health care industry continues to contend with a nursing shortage and increased competition for nurses
and other health care professionals. The steps the Company is taking to address that competition are described
in the discussion conceming Medica! Staff and Employees on page 9.

The health care industry has undergone a tremendous amount of change over the past several years. In the
late 1990’s, national and state efforts to reform the health care system in the United States adversely impacted
reimbursement rates under government programs such as Medicare and Medicaid. More recently, however,
hospitals have been granted relief in the form of higher reimbursement rates. The earlier cutback in
reimbursement rates and the more recent relief in the form of higher reimbursement rates are described in more
detail under Medicare, Medicaid and Other Revenues on page 13.

Similarly, for many years general hospitals faced efforts by managed care payors to reduce inpatient
admissions and average lengths of stay, and to reduce the amounts hospitals were paid for providing care to
their patients. Among the methods used by managed care payors to accomplish those goals have been payor-
required pre-admission authorization and utilization review and payor pressure to maximize outpatient and
alternative health care delivery services for less acutely ill patients. Because of the Company’s strategies,
however, its hospitals achieved strong admissions growth in fiscal year 2002 and expect their admissions
growth to continue. Furthermore, the Company successfully negotiated higher payment rates under many of its
ranaged care contracts in fiscal year 2002 and expects to continue to negotiate higher payment rates from
managed care payors.

The healih care industry has seen a significant rise in malpractice expense due to unfavorable pricing and
availability trends in the professional and general liability insurance markets and increases in the magnitude of
claim settlements. The Company expects this trend may continue unless meaningful tort reform legislation is
enacied.

Changes in medical technology, existing and future legislation, regulations, interpretations of those
regulations, competitive contracting for provider services by payors and other competitive factors may require
changes in the Company’s facilities, equipment, personnel, procedures, rates and/or services in the future. The
Company believes it has the capital available to respond to those challenges.

To meet the foregoing challenges, the Company (i) has implemented the business strategies described on
pages 6 through 8, (ii) has expanded or converted many of its general hospitals’ facilities to include distinct
outpatient centers, (iii) offers discounts to private payor groups, (iv) upgrades facilities and equipment,

(v) offers new programs and services and (vi) is entering into additional managed care contracts.




MEDICARE, MEDICAID AND OTHER REVENUES

Tenet receives payments for patient care from private insurance carriers, federal Medicare programs for
elderly paiients and patients with disabilities, health maintenance organizations, preferred provider
organizations, state Medicaid programs for indigent and cash grant patients, the TriCare Program (“TriCare”),
employers and patients. The approximate percentages of Tenet’s net patient revenue by payment sources for
Tenet’s domestic general hospitals owned or operated by its subsidiaries are as follows:

Years Ended May 31,
2000 2601 2002
Medicare 32.6% 30.8% 31.8%
Medicaid 8.3% 8.2% 8.6%
Managed Care 40.7% 43.3% 43.9%
Indemnity and Other 18.4% 17.7% 15.7%

Payments from government programs, such as Medicare and Medicaid, account for a significant portion of
Tenet’s operating revenues. From time to time, legislative changes have resulted in limitations on, and in some
cases significant reductions in levels of, payments to health care providers under government programs. One
example of that is the Balanced Budget Act of 1997 (the “BBA™), which changed the method of paying health
care providers under the Medicare and Medicaid programs, and resulted in significant reductions in payments to
health care providers for their inpatient, outpatient, home health, capital and skilled nursing facilities costs. All
significant BBA reductions have been phased in.

The savings to the federal government that resulted from the BBA was much greater than anticipated. In
November 1999, the Balanced Budget Refinement Act (the “BBRA™) was signed into law to provide hospitals
some relief from the impact of the BBA. In December 2000, the Medicare and Medicaid and SCHIP Benefits
Improvement and Protection Act of 2000 (the “BIPA”) became law. This act further amended the BBA and
provides additional relief to hospitals from some of the key provisions of the BBA. The effects of the BBA, the
BBRA and the BIPA are discussed in more detail below.

Private payors, including managed care payors, are continuing to demand discounted fee structures and to
nlace significant limits on the scope of services covered. Inpatient utilization, average lengths of stay and
accapancy reies continue to be negatively affected by payor-required preadmission authorization and utilization
revicw and by nayor pressure to maximize outpatient and alternative health care delivery services for less
acuiely ill patients. Although the Company recently has negotiated increases in payment rates under managed
care contracts, the Company expects efforts by government and other payors to impose reduced allowances,
greater discounts and more stringent cost controls to continue.

Tene: is unable to predict the effect that the changes and trends discussed above will have on its operations.
If the relief under the BBRA and the BIPA continues, rates paid under managed care contracts continue to
increase and the scope of services covered by government and private payors is not further curtailed, the
Company’s husiness, financial position or results of operations will continue to improve. If the rates paid by
goverainent o7 private payors are reduced or the scope of services covered by such payors is reduced, such
actions couid have a material adverse effect on the Company’s business, financial position or results of
operations.



Description of Government Programs

Medicare payments for general hospital inpatient services are based on a prospective payment system
(“PPS”) referred to herein as the “DRG-PPS.” Under the DRG-PPS, a general hospital receives for each
Medicare inpatient discharged from the hospital a fixed amount based on the Medicare patient’s assigned
diagnostic related group (“DRG”). DRG payments are adjusted for area-wage differentials but otherwise do not
consider a specific hospital’s operating costs. As discussed below, DRG payments exclude the reimbursement
of capital costs, including depreciation, interest relating to capital expenditures, property taxes and lease
expenses. Payments from state Medicaid programs are based on fixed rates or reasonable costs with certain
limits. Substantially all Medicare and Medicaid payments are below the rates charged by Tenet’s facilities.
Payments from other sources usually are based on the hospital’s established charges, a percentage discount from
such charges or all-inclusive per diem rates.

DRG-PPS rates are typically updated each year to give consideration to increased cost of goods and services
purchased by hospitals and non-hospitals (the “Market Basket”). The BBA limited the rate of increase in DRG
rates to the annual Market Basket for such year minus 1.1 percent from October 1, 2000 through September 30,
2003. The BIPA amended the BBA to provide that the Market Basket would be reduced by only .55 percent for
periods beginning October 1, 2001 and ending September 30, 2003. Pending legislation may revise the BIPA to
provide that the Market Basket would be reduced by only .25 percent for federal fiscal year beginning October
1, 2002 (“Federal Fiscal Year 2003”). The DRG rate increase for Federal Fiscal Year 2003 has been set at
2.95 percent (a 3.5 percent Market Basket increase minus .55 percent). Increases in payments to be received by
general hospitals under the DRG-PPS continue to be below the increases in the cost of goods and services
purchased by hospitals.

Medicare pays general hospitals’ capital costs separately from DRG payments. Beginning in 1992, a PPS for
Medicare reimbursement of general hospitals’ inpatient capital costs (“PPS-CC”) generally became effective
with respect to the Company’s general hospitals. After September 30, 2002, all of the Company’s hospitals will
be paid based on a PPS-CC rate that will increase annually by a capital Market Basket update factor. The
Company expects that those increases will be below the increases in the cost of capital assets purchased by
hospitals.

As part of the DRG-PPS, Congress established additional payments to hospitals that treat patients who are
castlier to treat than the average patient. These additional payments are referred to as “Outlier Payments.”
Congress has mandated The Center for Medicare and Medicaid Services (“CMS”} to reduce Outlier Payments
such that they account for between five and six percent of total DRG payments. In order to bring expected
Outlier Payments within this mandate, CMS has proposed substantially raising the cost threshold used to
determine the cases for which a hospital will receive Outlier Payments. The proposed change in the cost
threshold will substantially reduce total Outlier Payments by reducing (a) the number of cases that qualify for
Outlier Payments and (b) the amount of Outlier Payments for cases that continue to qualify. The Company does
not expect the implementation of CMS’ proposed change to significantly impact the Company’s business,
financial position or results of operations.

The BBA authorized CMS to establish an outpatient prospective payment system (“OPPS”) that was
implemented August 1, 2000. The OPPS established groups called Ambulatory Payment Classifications
(“APC”) for outpatient procedures. Providers are paid for services rendered based on the APCs for those
services. The OPPS established a transitional period that limits each hospital’s losses during the first three and
one half years of the program. If a hospital’s costs of providing the services are lower than the payment, the
hospital will be able to keep the difference. If a hospital’s costs are higher than the payment, it will be
subsidized for part of the loss during the transition period. The OPPS has not had a material impact on the
Company’s business, financial position or results of operations.




The implementation of a PPS for rehabilitation hospitals becomes effective for cost reporting periods on or
after October I, 2002. The Company does not expect the implementation of the PPS for rehabilitation hospitals
io signrficantly impact the Company’s business, financial position or results of operations.

Home health services historically were exempt from the DRG-PPS and were paid by Medicare at cost,
subject to certain limits. The BBA required that CMS develop a PPS for home health services. The new system
has been implemented for cost-reporting periods beginning on or after October 1, 2000. Under the BIPA, a
15 percent reduction in payments for home health services required by the BBA has been delayed and pending
legislation may eliminate this proposed reduction altogether. The implementation of a PPS for home health
services has not significantly impacted the Company’s business, financial position or results of operations.

Hospitals that treat a disproportionately large number of low-income patients (Medicaid and Medicare
patients eligible to receive supplemental Social Security income) currently receive additional payments from the
federal government in the form of Disproportionate Share Payments. The BBA required such payments to be
reduced from what they otherwise would be by one percent in federal fiscal year 1998, two percent in federal
fiscal year 1999 and so forth up to a reduction of five percent in federal fiscal year 2002. The BBRA froze the
reduction for federal fiscal year 2001 at the federal fiscal year 2000 levels, and the BIPA further limited the
reduction to two percent in 2001 and three percent in 2002. The Company’s hospitals currently expect to
receive full Disproportionate Share Payments, without reduction, in 2003.

Under current law, if a hospital is unable to collect a Medicare beneficiary’s deductible or co-payment (a
“Bad Debt”), the hospital may be paid by the federal government for a portion of the Bad Debt provided certain
conditions are met. The BBA provided that the amount of Bad Debt for which the Company otherwise would be
paid will be reduced by: 25 percent beginning October 1, 1997, 40 percent beginning October 1, 1998, and
45 percent beginning October 1, 1999. The BIPA amended the BBA to provide that the Company’s hospitals
will receive 70 percent, rather than only 55 percent, of the amount they otherwise would be paid for their Bad

" Debts for cost reporting periods beginning on or after October 1, 2000.

As discussed above, the BBA significantly changed the manner in which the Company is paid for services
provided to Medicare beneficiaries. While both the BBRA and the BIPA have restored a portion of the
reductions made by the BBA, all of the BBA changes taken as a whole have significantly reduced the amount of
payments received by the Company from the federal government.

The Medicare, Medicaid and TriCare programs are subject to statutory and regulatory changes,
administrative rulings, interpretations and determinations, requirements for utilization review and new
governmental funding restrictions, all of which may materially increase or decrease program payments as well
as affect the cost of providing services and the timing of payments to facilities. The final determination of
amounts earned under the programs often requires many years because of audits by the program representatives,
providers’ rights of appeal and the application of numerous technical reimbursement provisions. Management
believes that adequate provision has been made in the Company’s consolidated financial statements for such
adjustments. Until final adjustment, however, significant issues remain unresolved and previously determined
allowances could be more or less than ultimately required.




HEALTH CARE REFORM, REGULATION AND LICENSING

Certain Background Information

Health care, as one of the largest industries in the United States, continues to attract much legislative interest
and public attention. Changes in Medicare, Medicaid and other programs, hospital cost-containment initiatives
by public and private payors, proposals to limit payments and health care spending and industry-wide
compeltitive factors are highly significant to the health care industry. In addition, the health care industry is
governed by a framework of federal and state laws, rules and regulations that are extremely complex and for
which the industry has the benefit of little or no regulatory or judicial interpretation. Although the Company
believes it is in compliance in all material respects with such laws, rules and regulations, if a determination is
made that the Company was in material violation of such laws, rules or regulations, its business, financial
position or results of operations could be materially adversely affected.

As discussed under Medicare, Medicaid and Other Revenues starting on page 13, the BBA has had the effect
of reducing payments to hospitals and other health care providers under Medicare programs. The reductions in
payments and other changes mandated by the BBA, have had a significant impact on the Company’s revenues
under Medicare programs. In addition, there continue to be federal and state proposals that would, and actions
that do, impose more limitations on payments to providers such as Tenet and proposals to increase copayments
and deductibles from patients.

Tenet’s facilities also are affected by controls imposed by government and private payors designed to reduce
admissions and lengths of stay. For all providers, such controls, including what is commonly referred to as
“utilization review,” have resulted in fewer treatments and procedures being performed. Utilization review
entails the review of the admission and course of treatment of a patient by a third party. Utilization review by
third-party peer review organizations (“PROs”) is required in connection with the provision of care paid for by
Medicare and Medicaid. Utilization review by third parties also is a requirement of many managed care
arrangements,

Many states have enacted or are considering enacting measures that are designed to reduce their Medicaid
expenditures and to make certain changes to private health care insurance. Various states have applied, or are
considerity applying, for a federal waiver from current Medicaid regulations to allow them to serve some of
their Medicaid participants through managed care providers. Texas was denied a waiver under Section 1115 of
the BBA hut has implemented regional managed care programs under a more limited waiver, Texas also has
applied fo. federal funds for children’s health programs under the BBA., Louisiana is considering wider use of
managed caie for its Medicaid population. California has created a voluntary health insurance purchasing
cooperative that seeks to make health care coverage more affordable for businesses with five to 50 employees,
anc changed the payment system for participants in its Medicaid program in certain counties from fee-for-
scrvice arvangements to managed care plans. Florida also has legislation, and other states are considering
adopting legislation, imposing a tax on net revenues of hospitals to help finance or expand the provision of
health care to uninsured and underinsured persons. A number of other states are considering the enactment of
managed care initiatives designed to provide universal low-cost coverage. These proposals also may attempt to
mclude coverage for some people who currently are uninsured.




Certificate of Need Requirements

Some states require state approval for construction and expansion of health care facilities, including findings
of need for additional or expanded health care facilities or services. Certificates of Need, which are issued by
governmental agencies with jurisdiction over health care facilities, are at times required for capital expenditures
exceeding a prescribed amount, changes in bed capacity or services and certain other matters. Following a
number of years of decline, the number of states requiring Certificates of Need is once again on the rise as state
legislators once again are looking at the Certificate of Need process as a way to contain rising health care costs.
At May 31, 2002, Tenet operated hospitals in 12 states that require state approval under Certificate of Need
programs. Tenet is unable to predict whether it will be able to obtain any Certificates of Need in any jurisdiction
where such Certificates of Need are required.

Antikickback and Self-Referral Regulations

The health care industry is subject to extensive federal, state and local regulation relating to licensure,
conduct of operations, ownership of facilities, addition of facilities and services and prices for services. In
particular, Medicare and Medicaid antikickback and antifraud and abuse amendments codified under
Section 1128B(b) of the Social Security Act (the “Antikickback Amendments”) prohibit certain business
practices and relationships that might affect the provision and cost of health care services payable under the
Medicare, Medicaid and other government programs, including the payment or receipt of remuneration for the
referral of patients whose care will be paid for by such programs. Sanctions for violating the Antikickback
Amendments include criminal penalties and civil sanctions, including fines and possible exclusion from
government programs such as Medicare and Medicaid. Many states have statutes similar to the federal
Anitikickback Amendments, except that the state statutes usually apply to referrals for services reimbursed by
all third-party payors, not just federal programs.

In addition, it is a violation of the Federal Civil Monetary Penalties Law to offer or transfer anything of
value to Medicare or Medicaid beneficiaries that is likely to influence their decision to obtain covered goods or
services from one provider or service over another.

In addition to addressing other matters, as discussed below, the Health Insurance Portability and
Accountability Act of 1996 (“HIPAA™) amends Title XI (42 U.S.C. 1301 ef seq.) to broaden the scope of
current fraud and abuse laws to include all health plans, whether or not payments under such health plans are
made pursuant to a federal program.

Section 1877 of the Social Security Act (commonly referred to as the “Stark” laws) restricts referrals by
physicians of Medicare or Medicaid patients to providers of a broad range of designated health services with
which they or an immediate family member have ownership or certain other financial arrangements, unless one
of several exceptions applies. These exceptions cover a broad range of common financial relationships, These
statutory and regulatory exceptions are available to protect certain employment relationships, leases, group
practice arrangements, medical directorships, and other common relationships between physicians and
providers of designated health services. A violation of the Stark laws may result in a denial of payment,
required refunds to patients and to the Medicare program, civil monetary penalties of up to $15,000 for each
violation, civil monetary penalties of up to $100,000 for “sham” arrangements, civil monetary penalties of up to
$10,000 for each day in which an entity fails to report required information and exclusion from participation in
the Medicare, Medicaid and other federal programs. Many states have adopted or are considering similar
legislative proposals, some of which extend beyond the Medicaid program to prohibit the payment or receipt of
remuneration for the referral of patients and physician self-referrals regardless of the source of the payment for
the care. Tenet’s participation in and development of joint ventures and other financial relationships with
physicians could be adversely affected by these amendments and similar state enactments.
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On January 4, 2001, the Department of Health and Human Services (“HHS”) issued final regulations, subject
to comment, intended to clarify parts of the Stark laws and some of the exceptions to them. These regulations
are considered the first phase of a two-phase process, with the remaining regulations to be published at an
unknown future date. While HHS may add new exceptions to the final regulations, the current statutory
exceptions, discussed above, will continue to be available. The Company cannot predict the final form that
these regulations will take or the effect that the final regulations will have on its operations.

The federal government has issued regulations that describe some of the conduct and business relationships
that are permissible under the Antikickback Amendments (“Safe Harbors”). The fact that certain conduct or a
given business arrangement does not fall within a Safe Harbor does not render the conduct or business
arrangement per se illegal under the Antikickback Amendments. Such conduct and business arrangements,
however, do risk increased scrutiny by government enforcement authorities. Tenet may be less willing than
some of its competitors to enter into conduct or business arrangements that do not clearly satisfy the Safe
Harbors. Passing up certain of those opportunities of which its competitors are willing to take advantage may
put Tenet at a competitive disadvantage. Tenet has a voluntary regulatory compliance program and
systematically reviews all of its operations to ensure that they comply with federal and state laws related to
health care, such as the Antikickback Amendments, the Stark laws and similar state statutes,

Both federal and state government agencies continue heightened and coordinated civil and criminal
enforcement efforts against the health care industry. As part of an announced work plan, which is implemented
through the use of national initiatives against health care providers, including the Company, the government is
scrutinizing, among other things, the terms of acquisitions of physician practices and the coding practices
related to certain clinical laboratory procedures and inpatient procedures. The Company believes that the health
care industry will continue to be subject to increased government scrutiny and investigations such as this.

Another trend impacting health care providers, including the Company, is the increased use of the False
Claims Act, particularly by individuals who bring actions. Such gui tam or “whistleblower” actions allow
private individuals to bring actions on behalf of the government alleging that a hospital has defrauded the
federal government. If the govemment intervenes in the action and prevails the defendant may be required to
pay three times the actual damages sustained by the government, plus mandatory civil penalties of between
$5,500 and $11,000 for each false claim submitted to the government. As part of the resolution of a gui tam
case, the party filing the initial complaint may share in a portion of any settlement or judgment. If the
governmeni does not intervene in the action, the gui tam plaintiff may pursue the action independently.
Althengh companies in the health care industry in general, and the Company in particular, have been and may
contit.ue (o be subject to qui ram actions, the Company is unable to predict the impact of such actions on its
business, financial position or results of operations.

The Company is unable to predict the future course of federal, state and local regulation or legislation,
mcluding Medicare and Medicaid statutes and regulations. Further changes in the regulatory framework could
have a material adverse effect on the Company’s business, financial position or results of operations.
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HIPAA

HIPAA mandates the adoption of standards for the exchange of electronic health information in an effort to
encourage overall administrative simplification and enhance the effectiveness and efficiency of the health care
industry. Ensuring privacy and security of patient information — “accountability” — is one of the key factors
driving the Iegislation. The other major factor — “portability” — refers to Congress’ intention to ensure that
individuals may take their medical and insurance records with them when they change employers.

In August 2000, HHS issued final regulations establishing electronic data transmission standards that health
care providers must use when submitting or receiving certain health care data electronically. All affected
entities, including Tenet, are required to comply with these regulations by October 16, 2002.

On December 27, 2001, President Bush signed into law H.R. 3323, the Administrative Simplification
Compliance Act (the “ASCA”). The ASCA requires that, by October 16, 2002, hospitals and other covered
entities must either: (1) be in compliance with the electronic data transmission standards under HIPAA, or (2)
submit a summary plan to the Secretary of HHS describing how the entity will come into full compliance with
the standards by October 16, 2003. Tenet continues to work toward compliance with the electronic data
transmission standards. Tenet will submit a summary plan to the Secretary of HHS and will be in compliance
with the standards by October 16, 2003.

In December 2000, HHS issued final regulations concerning the privacy of health care information. These
regulations regulate the use and disclosure of individuals’ health care information, whether communicated
electronically, on paper or verbally. All affected entities, including Tenet, are required to comply with these
regulations by April 2003. The regulations also provide patients with significant new rights related to
understanding and controlling how their health information is used or disclosed.

Proposed security standards designed to ensure privacy and security of patient information were published
by HHS in August 1998, but they have not been finalized. The proposed security standards would require health
care providers to implement organizational and technical practices to protect the security of patient information.
Once the security regulations are finalized, the Company will have approximately two years to comply with
such regulations.

Alticugh the enforcement provisions of HIPAA have not yet been finalized, sanctions are expected to
mnclude criminal penalties and civil sanctions. The Company has established a plan and engaged the resources
necessary to comply with HIPAA. At this time, the Company anticipates that it will be able to fully comply
with those HIPAA regulations that have been issued and with the proposed regulations. Based on the existing
and proposed HIPAA regulations, the Company believes that the cost of its compliance with HIPAA will not
have a material adverse effect on its business, financial position or results of operations.

Environmental Regulations

The Company’s health care operations generate medical waste that must be disposed of in compliance with
federal, staie and local environmental laws, rules and regulations. The Company’s operations, as well as the
Company’c purchases and sales of facilities, also are subject to compliance with various other environmental
laws, rules and regulations. The Company believes that the cost of such compliance will not have a material
adverse effect on its business, financial position or results of operations.



Mealth Care Facility Licensing Requirements

Teni s health care facilities are subject to extensive federal, state and local legislation and regulation, In
wder 10 maintain their operating licenses, health care facilities must comply with strict standards concerning
medicat care, cquipment and hygiene. Various licenses and permits also are required in order to dispense
narcotics, operate pharmacies, handle radioactive materials and operate certain equipment. Tenet’s health care
facilities hold all required governmental approvals, licenses and permits. Except for one small hospital that has
fiot sought to be accredited, each of Tenet’s facilities that is eligible for accreditation is fully accredited by the
JCAHO, CAREF (in the case of rehabilitation hospitals), AOA (in the case of two hospitals) or another
appropriate accreditation agency. With such accreditation, the Company’s hospitals are eligible to participate in
govemment-sponsored provider programs such as the Medicare and Medicaid programs. The one hospital that
is not accredited participates in the Medicare program through a special waiver that must be renewed each year.

Utilization Review Compliance and Hospital Governance

Tenet’s health care facilities are subject to and comply with various forms of utilization review. In addition,
under the Medicare PPS, each state must have a PRO to carry out a federally mandated system of review of
Medicare patient admissions, treatments and discharges in general hospitals. Medical and surgical services and
practices are extensively supervised by committees of staff doctors at each health care facility, are overseen by
each health care facility’s local governing board, the members of which primarily are physicians and
community members, and are reviewed by Tenet’s quality assurance personnel. The local governing boards also
help maintain standards for quality care, develop long-range plans, establish, review and enforce practices and
procedures and approve the credentials and disciplining of medical staff members.

COMPLIANCE PROGRAM

The Company voluntarily maintains a multifaceted corporate compliance and ethics program that meets or
exceeds all applicable federal guidelines and industry standards. The program is designed to monitor and raise
awareness of various regulatory issues among employees, to stress the importance of complying with all
governmental laws and regulations and to promote the Company’s Standards of Conduct. As part of the
wvogram, the Company provides annual ethics and compliance training to every employee. The Company also
-dditonal compliance training in specialized areas to the employees responsible for these areas. The
¢ zssourages all employees to report any potential or perceived violations to a toll-free telephone
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MANAGEMENT

The executive officers of the Company who are not also directors as of July 31, 2002 are:

Name Position Age
David L. Dennis Vice Chairman, Chief Corporate Officer and

Chief Financial Officer in the Office of the President 53
Thomas B. Mackey Chief Operating Officer in the Office of the President 54
Raymond L. Mathiasen Executive Vice President and Chief Accounting Officer 59
Christi R. Sulzbach Executive Vice President and General Counsel 47

Mr. Dennis was elected to the position of Vice Chairman, Chief Corporate Officer and Chief Financial
Officer in the Office of the President, effective March 1, 2000, Mr. Dennis held various positions with
Deonaldson, Lufkin and Jenrette (“DLJ”) from 1989 to 2000, including serving as the co-head of the Los
Angeles office from 1996 through February 2000. Before joining DLJ in 1989, Mr. Dennis spent nine years in a
number of positions with the investment banking division of Merrill Lynch Capital Markets. Mr, Dennis serves
as a director of Westwood One. He holds a bachelor’s degree in economics and finance from San Diego State
University and a M.B.A. in finance and corporate strategy from UCLA.

Mr. Mackey was elected Chief Operating Officer in the Office of the President on January 13, 1999.
Mr. Mackey has 25 years experience in the health care industry. He has held a variety of senior regional and
divisional management positions with Tenet since 1985, most recently serving as Executive Vice President,
Western Division from March 1995 to January 1999. Before joining Tenet, Mr. Mackey was vice president,
operations, for Greatwest Hospitals in California. He began his health care career at the University of
California, San Diego University Hospital. Mr. Mackey is a member of the board of directors of the Federation
of American Hospitals. Mr. Mackey holds a bachelor’s degree in industrial engineering from Northeastern
University and a M.B.A. from Cornell University.

Mr. Mathiasen was elected Executive Vice President on March 22, 1999. Since March 1996, Mr. Mathiasen
has been Chief Accounting Officer of the Company. From February 1994 to March 1996, Mr. Mathiasen served
as Senior Vice President and Chief Financial Officer of the Company and from September 1993 to
¥ebruary 1994, Mr. Mathiasen served as Senior Vice President and acting Chief Financial Officer.

Mr. Mathiasen was elected to the position of Senior Vice President in 1990 and Chief Operating Financial
Officer iz 1991. Prior to joining Tenet as a Vice President in 1985, he was a partner with Emst & Young.
Mir. Mathiasen holds a bachelor’s degree in accounting from California State University, Long Beach.

Ms. Sulzbach was elected Executive Vice President and General Counsel on February 22, 1999. Prior to that
appointment, Ms. Sulzbach served as Associate General Counsel in charge of compliance and litigation and as
Senjor Vice President, Public Affairs. She joined Tenet in 1983 and has held a variety of positions in the law
department since that time. She serves on the boards of directors of the Federation of American Hospitals, the
Los Angeles Chapter of the Federal Bar Association and Laguna Blanca School. Ms. Sulzbach holds bachelor
degrees in political science and psychology from the University of Southern California and a J.D. from Loyola
University in Los Angeles.
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PROFESSIONAL AND GENERAL LIABILITY INSURANCE

For years, through May 31, 2002, the Company insured substantially all of its professional and
comprehensive general liability risks in excess of self-insured retentions through a majority-owned insurance
subsidiary under a mature claims-made policy with a 10-year discovery period. These self-insured retentions
were $} million per occurrence for the three years ended May 31, 2002, and in prior years varied by hospital
and by policy period from $500,000 to $5 million per occurrence. Risks in excess of $3 million per occurrence
were, in turn, reinsured with major independent insurance companies. Effective June 1, 2002, the Company,
along with another unrelated health care company, formed a new insurance subsidiary. This subsidiary insures
professional and general liability risks, in excess of a $2 million self-insured retention, under a first-year only
claims-made policy, and, in turn, reinsures its risks in excess of $5 million per occurrence with major
independent insurance companies.

In addition to the reserves recorded by the above insurance subsidiaries, the Company maintains reserves
based on actuarial estimates for the portion of its professional liability risks, including incurred but not reported
claims, for which it does not have insurance coverage. Reserves for losses and related expenses are estimated
using expected loss-reporting patterns and have been discounted to their present value using a discount rate of
7.5 percent. If actual payments of claims materially exceed projected estimates of claims, Tenet’s financial
position could be materially adversely affected.

FORWARD-LOOKING STATEMENTS

Certain statements contained in this Annual Report on Form 10-K, and the documents incorporated herein by
reference, including, without limitation, statements containing the words “believes”, “anticipates”, “expects”,
“will”, “may”, “might”, “should”, “surmises”, “estimates”, “intends”, “appears“and words of similar import,
and statements regarding the Company’s business strategy and plans, constitute “forward-looking
statements“within the meaning of the Private Securities Litigation Reform Act of 1995. Such forward-looking
statemenis are based on management’s current expectations and involve known and unknown risks,
uncertainties and other factors, many of which the Company is unable to predict or control, that may cause the
Company’s or the health care industry’s actual results, performance or achievements to be materially different
from those expressed or implied by such forward-looking statements. Such factors include, among others, the
following: general economic and business conditions, both nationally and regionally; industry capacity;
demographic changes; changes in, or the failure to comply with, laws and governmental regulations; the ability
io enier into managed care provider arrangements on acceptable terms; changes in Medicare and Medicaid
payraent; or reimbursement, including those resulting from a shift from traditional reimbursement to managed
care plans; liability and other claims asserted against the Company; competition, including the Company’s
failure to atiract patients to its hospitals; the loss of any significant customers; technological and pharmaceutical
irap.ovemants that increase the cost of providing, or reduce the demand for, health care; a shortage of raw
materials. & breakdown in the distribution process or other factors that may increase the Company’s cost of
supplies; changes in business strategy or development plans; the ability to attract and retain qualified personnel,
including physicians, nurses and other health care professionals, including the impact on the Company’s labor
expenses resulting from a shortage of nurses and/or other health care professionals; the significant indebtedness
of ihe Company; the availability of professional liability insurance coverage at current levels; the availability of
suitable acquisition opportunities and the length of time it takes to accomplish acquisitions; the Company’s
ability to integrate new businesses with its existing operations; the availability and terms of capital to fund the
expansion of the Company’s business, including the acquisition of additional facilities and certain additional
factors, risks and uncertainties discussed in this Annual Report on Form 10-K and the documents incorporated
herein by reference. Given these
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uncertainties, investors and prospective investors are cautioned not to rely on such forward-looking statements.
The Company disclaims any obligation, and makes no promise, to update any such factors or forward-looking
statcments or to publicly announce the results of any revisions to any such factors or forward-looking
statements, whether as a result of changes in underlying factors, to reflect new information as a result of the
occurrence of events or developments or otherwise.

Item 2. Properties.
The response to this item is included in Item 1.
Item 3. Legal Proceedings.

The Company is subject to claims and lawsuits in its normal course of business. The Company believes that
its liability for damages resulting from such claims and lawsuits is adequately covered by insurance or is
adequately provided for in its consolidated financial statements. Although the results of these claims and
lawsuits cannot be predicted with certainty, the Company believes that the ultimate resolution of these claims
and lawsuits will not have a material adverse effect on the Company’s business, financial position or results of
operations.

Item 4. Submission of Matters to a Vote of Security Holders.
None.
PART II
Item 5. Market for Registrant’s Common Equity and Related Stockhelder Matters.

The response to this item is included on page 53 of the Registrant’s Annual Report to Shareholders for the
year ended May 31, 2002. The required information hereby is incorporated by reference.

Tiem: 6. Sefected Financial Data.

The response to this item is included on page 9 of the Registrant’s Annual Report to Shareholders for the
year ended May 31, 2002, The required information hereby is incorporated by reference.

Ttere 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The response to this item is included on pages 10 through 23 of the Registrant’s Annual Report to
Shareholders for the year ended May 31, 2002. The required information hereby is incorporated by reference.

Item 7A., Quantitative and Qualitative Disclosures About Market Risk.
The response to this item is included on pages 21 and 22 of the Registrant’s Annual Report to Shareholders

for the fiscal year ended May 31, 2002. The required information hereby is incorporated by reference.
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Ttem 8. Financial Statements and Supplementary Data.

The response to this item is included on pages 25 through 53 of the Registrant’s Annual Report to
Sharcholders for the fiscal year ended May 31, 2002. The required information hereby is incorporated by
reference.

Item 9. Changes in and Disagreements with Accountants on Accounting and Finaneial Disclosure.
None.
PART HI
Items 10 and 11, Directors and Executive Officers of the Registrant; Executive Compensation.

Information concerning the directors of the Registrant, including executive officers of the Registrant who
also are directors, compensation and other information required by Item 10 is included on pages 2 through 16
and 35 of the definitive Proxy Statement for the Registrant’s 2002 Annual Meeting of Shareholders and hereby
is incorporated by reference. Similar information required by Item 10 regarding executive officers of the
Registrant who are not directors is set forth on page 21 above. Information regarding compensation of executive
officers of the Registrant and other information required by Item 11 is included on pages 17 through 23 and
pages 28 through 32 of the definitive Proxy Statement for the Registrant’s 2002 Annual Meeting of
Shareholders and hereby is incorporated by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

Information concerning security ownership of certain beneficial owners and management required by Item
12 is included on pages 7 and 8 and pages 33 and 34 of the definitive Proxy Statement for the Registrant’s 2002
Annual Meeting of Shareholders and hereby is incorporated by reference.

In fisea! years 2000 and 2001, the Company granted options to its employees under its 1999 Broad-Based
Stnck Iucentive Plan (the “Broad-Based Plan”), which was adopted by the Company’s Board of Directors (the
“B a7, July 28, 1999 and amended and restated by the Board on May 24, 2000. The Broad-Based Plan
wes pot submitted to the Company’s shareholders for approval. With the approval by the Company’s
suaretolaers of its 2001 Stock Incentive Plan (the “2001 Plan™) at the 2001 Annual Meeting of Shareholders,
the Company discontinued the grant of any additional options under the Broad-Based Plan. The Company
currently grants stock options only under the 2001 Plan. Awards granted under the Broad-Based Plan vest and
1ay be exercised as determined by the Compensation Committee of the Board. In the event of a change of
controi, the Compensation Committee may, in its sole discretion, without obtaining shareholder approval,
accelerate the vesting or performance periods of the awards. Although the Broad-Based Plan authorized, in
addition to options, the grant of appreciation rights, performance units, restricted units and cash bonus awards,
only nongualified stock options were granted under the Broad-Based Plan. All options were granted with an
sxexcise price equal to the closing price of the Company’s common stock on the date of grant. Options normally
are esercisable at the rate of one-third per year beginning one year from the date of grant and generally expire
10 years from: the date of grant.

sea

The following table summarizes certain information with respect to the Company’s equity compensation
plans pursuant to which options remain outstanding as of May 31, 2002. The share amounts have been adjusted
to reflect the 3-for-2 split of Tenet’s common stock that became effective after the close of trading on June 28,
2002,
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)

(2) ®) Number of securities
remaining available

Number of Weighted- for future issnance
securities to be average under equity
issued upon exercise exercise price of compensation plans
of ding tstandi luding securities
Plan Category options options reflected in column (a)
Equity compensation plans approved 30,736,136 $26.93 49,908,830
by shareholders
Equity compensation plans not 9,660,437 $20.73 —
approved by shareholders
Total 40,396,572 $25.45 49,908,830

Item 13. Certain Relationships and Related Transactions.

The response to this item is included on pages 32 and 33 of the definitive Proxy Statement for the
Registrant’s 2002 Annual Meeting of Shareholders. The required information hereby is incorporated by
reference.

PARTIV
Item 14. Exhibits, Financial Statements, Schedules and Reports on Form 8-K.

(a) 1. Financial Statements.

The consolidated financial statements to be included in Part II, Item 8, are incorporated by reference to the
Registrant’s 2002 Annual Report to Shareholders for the fiscal year ended May 31, 2002. (See Exhibit (13))

2. Financial Statement Schedules,

Scheduvic [{-Valuation and Qualifying Accounts (included on page 31).

All other schedules and Condensed Financial Statements of Registrant are omitted because they are not
applicable or not required or because the required information is included in the consolidated financial
statements or notes thereto.

3. Exhibits.

{3) Articles of Incorporation and Bylaws

(a)  Restated Articles of Incorporation of Registrant, as amended October 13, 1987 and June 22, 1995
(Incorporated by reference to Exhibit 3(a) to Registrant’s Annual Report on Form 10-K, dated
August 15, 2000, for the fiscal year ended May 31, 2000)
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Restated Bylaws of Registrant, as amended July 25, 2001 (Incorporated by reference to Exhibit 3
(b) to Registrant’s Annual Report on Form10-K, dated August 20, 2001, for the fiscal year ended
May 31, 2001)

{4} struments Defining the Rights of Security Holders, Including Indentures

(a)

®)

©

(@

O]

®

(®

®

0]

(&)

Indenture, dated as of October 16, 1995, between Tenet and The Bank of New York, as Trustee,
relating to 8 5/8% Senior Notes due 2003 (Incorporated by reference to Exhibit 4(a) to
Registrant’s Annual Report on Form 10-K, dated August 20, 2001, for the fiscal year ended May
31, 2001)

First Supplemental Indenture, dated as of October 30, 1995, between Tenet and The Bank of New
York, as Trustee, relating to 8 5/8% Senior Notes due 2003

Second Supplemental Indenture, dated as of August 21, 1997, between Tenet and The Bank of
New York, as Trustee, relating to 8 5/8% Senior Notes due 2003

Third Supplemental Indenture, dated as of November 14, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 8 5/8% Senior Notes due 2003 (Incorporated by reference to
Exhibit 2.5 to Registrant’s Registration Statement on Form 8-A, dated January 7, 2002)

Indenture, dated January 15, 1997, between Tenet and The Bank of New York, as Trustee, relating
to 7 7/8% Senior Notes due 2003

First Supplemental Indenture, dated as of November 13, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 7 7/8% Senior Notes due 2003 (Incorporated by reference to
Exhibit 2.8 to Registrant’s Registration Statement on Form 8-A, dated January 7, 2002)

Indenture, dated January 15, 1997, between Tenet and The Bank of New York, as Trustee, relating
to 8% Senior Notes due 2005

First Supplemental Indenture, dated as of November 13, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 8% Senior Notes due 2005 (Incorporated by reference to Exhibit
2.10 to Registrant’s Registration Statement on Form 8-A, dated January 7, 2002)

Indenture, dated May 21, 1998, between Tenet and The Bank of New York, as Trustee relating to
8 1/8% Senior Subordinated Notes due 2008 (Incorporated by reference to Exhibit 4(p) to
Registrant’s Annual Report on Form 10-K, dated August 28, 1998, for the fiscal year ended May
31, 1998)

First Supplemental Indenture, dated March 18, 2002, between Tenet and The Bank of New York,
as Trustee, relating to 8 1/8% Senior Subordinated Notes due 2008 (Incorporated by reference to
Exhibit 4(b) to Registrant’s Quarterly Report on Form 10-Q, dated April 12, 2002, for the
quarterly period ended February 28, 2002)

Indenture, dated as of November 6, 2001, between Tenet and The Bank of New York, as Trustee
(Incorporated by reference to Exhibit 4.1 to Registrant’s Current Report on Form 8-K, dated
November 6, 2001)
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First Supplemental Indenture, dated as of November 6, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 5 3/8% Senior Notes due 2006 (Incorporated by reference to
Exhibit 4.2 to Registrant’s Current Report on Form 8-K, dated November 6, 2001)

Second Supplemental Indenture, dated as of November 6, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 6 3/8% Senior Notes due 2011 (Incorporated by reference to
Exhibit 4.3 to Registrant’s Current Report on Form 8-K, dated November 6, 2001)

Third Supplemental Indenture, dated as of November 6, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 6 7/8% Senior Notes due 2031 (Incorporated by reference to
Exhibit 4.4 to Registrant’s Current Report on Form 8-K, dated November 6, 2001)

Fourth Supplemental Indenture, dated March 7, 2002, between Tenet and The Bank of New York,
as Trustee, relating to 6 1/2% Senior Notes due 2012 (Incorporated by reference to Exhibit 4.3 to
Registrant’s Current Report on Form 8-K, dated March 7, 2002)

Fifth Supplemental Indenture, dated June 25, 2002, between Tenet and The Bank of New York, as
Trustee, relating to 5% Senior Notes due 2007 (Incorporated by reference to Exhibit 4.3 to
Registrant’s Current Report on Form 8-K, dated June 25, 2002)

(10) Material Contracts

(@

®

©

@

$1,500,000,000 Five-Year Credit Agreement, dated as of March 1, 2001, as amended by
Amendment No. 1, dated as of October 10, 2001, among the Company, as Borrower, the Lenders,
Managing Agents and Co-Agents party thereto, the Swingline Bank party thereto, The Bank of
New York, The Bank of Nova Scotia and Salomon Smith Barney, Inc. as Documentation Agents,
Bank of America, N.A. as Syndication Agent and Morgan Guaranty Trust Company of New York
as Administrative Agent (Incorporated by reference to Exhibit 10(a) to Registrant’s Quarterly
Report on Form 10-Q, dated January 14, 2002, for the fiscal quarter ended November 30, 2001)

$500,000,000 364-Day Credit Agreement, dated as of March 1, 2001, as amended by Amendment
No. 1, dated as of October 10, 2001 and amended and restated as of February 28, 2002, among the
Company, as Borrower, the Lenders, Managing Agents and Co-Agents party thereto, The Bank of
New York, The Bank of Nova Scotia and Salomon Smith Barney, Inc. as Documentation Agents,
Bank of America, N.A., as Syndication Agent and Morgan Guaranty Trust Company of New York
as Administrative Agent (Incorporated by reference to Exhibit 10(a) to Registrant’s Quarterly
Report on Form 10-Q, dated Apri! 12, 2002, for the fiscal quarter ended February 28, 2002)

Letter from the Registrant to Jeffrey C. Barbakow, dated May 26, 1993 (Incorporated by reference
to Exhibit 10(h) to Registrant’s Annual Report on Form 10-K, dated August 26, 1999, for the
fiscal year ended May 31, 1999)

Letter from the Registrant to Jeffrey C. Barbakow, dated June 1, 1993 (Incorporated by reference
to Exhibit 10(i) to Registrant’s Annual Report on Form 10-K, dated August 26, 1999, for the fiscal
year ended May 31, 1999)
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Memorandum from the Registrant to Jeffrey C. Barbakow, dated June 14, 1993 (Incorporated by
reference to Exhibit 10(j) to Registrant’s Annual Report on Form 10-K, dated August 26, 1999,
for the fiscal year ended May 31, 1999)

Memorandum of Understanding, dated May 21, 1996, from Jeffrey C. Barbakow to the Company
(Incorporated by reference to Exhibit 10(f) to Registrant’s Annual Report on Form 10-K, dated
August 20, 2001, for the fiscal year ended May 31, 2001)

Deferred Compensation Agreement, dated May 31, 1997, between Jeffrey C. Barbakow and the
Company (Incorporated by reference to Exhibit 10(1) to Registrant’s Annual Report on Form 10-
K, dated August 28, 1998, for the fiscal year ended May 31, 1998)

Memorandum of Understanding, dated June 1, 2001, from Jeffrey C. Barbakow to the Company
(Incorporated by reference to Exhibit 10(h) to Registrant’s Annual Report on form 10-K, dated
August 20, 2001, for the fiscal year ended May 31, 2001)

Letter from the Company to David L. Dennis, dated February 18, 2000 (Incorporated by reference
to Exhibit 10(j) to Registrant’s Annual Report on Form 10-K, dated August 15, 2000, for the fiscal
year ended May 31, 2000)

Letter from the Company to Thomas B. Mackey, dated January 13, 1999 (Incorporated by
reference to Exhibit 10(p) to Registrant’s Annual Report on Form 10-K, dated August 26, 1999,
for the fiscal year ended May 31, 1999)

Executive Officers Relocation Protection Agreement (Incorporated by reference to Exhibit 10(1) to
Registrant’s Annual Report on Form 10-K, dated August 20, 2001, for the fiscal year ended May
31, 2001)

Severance Protection Plaﬁ for Executive Officers (Incorporated by reference to Exhibit 10(m) to
Registrant’s Annual Report on Form 10-K, dated August 20, 2001, for the fiscal year ended May
31, 2001)

Board of Directors Retirement Plan, effective January 1, 1985, as amended August 18, 1993, April
25, 1994 and July 30, 1997 (Incorporated by reference to Exhibit 10(p) to Registrant’s Annual
Report on Form 10-K, dated August 28, 1998, for the fiscal year ended May 31, 1998)

Tenet Healthcare Corporation Amended and Restated Supplemental ExecutiveRetirement Plan
Third Amended and Restated Tenet 2001 Deferred Compensation Plan

Second Amended and Restated Tenet Executive Deferred Compensation Plans Trust (Incorporated
by reference to Exhibit 10(r) to Registrant’s Annual Report on Form 10- K, dated August 20,

2001, for the fiscal year ended May 31, 2001)

Tenet Healthcare Corporation Second Amended and Restated 1994 Directors Stock Option Plan
(Incorporated by reference to Exhibit 10(s) to Registrant’s Annual Report on Form 10-K, dated
August 20, 2001, for the fiscal year ended May 31, 2001)
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r 1991 Stock Incentive Plan (Incorporated by reference to Exhibit 10(t) to Registrant’s Annual
Report on Form 10-K, dated August 20, 2001, for the fiscal year ended May 31, 2001)

(s}  Amended and Restated 1995 Stock Incentive Plan

(ty  First Amended and Restated Tenet Healthcare Corporation 1999 Broad-Based Stock Incentive
Plan

(u)  Tenet Healthcare Corporation 2001 Stock Incentive Plan (Incorporated by reference to Appendix
A to Registrant’s Definitive Proxy Statement, dated August 20, 2001, for the Annual Meeting of
Shareholders held on October 10, 2001) )

(v)  Tenet Healthcare Corporation 2001 Annual Incentive Plan (Incorporated by reference to Appendix
B to Registrant’s Definitive Proxy Statement, dated August 20, 2001, for the Annual Meeting of
Shareholders held on October 10, 2001)

(13) 2002 Annual Report to Shareholders of Registrant
(21) Subsidiaries of the Registrant
(23) Consent of Experts
(a)  Accountants’ Consent and Report on Consolidated Schedule (KPMG LLP)

(99.1) Certification of Chief Executive Officer Pursuant to Section1350 of Chapter 63 of Title 18 of the
United States Code

(99.2) Certification of Chief Financial Officer Pursuant to Section 1350 of Chapter 63 of Titie 18 of the
United States Code

(b) Reports on Form 8-K

The Company filed two reports on Form 8-K during the last quarter of fiscal year 2002, An 8-K, dated
March 7, 2002, reported the Company’s completion of an offering of $600,000,000 aggregate principal amount
of iis 6 1/2% Senior Notes due 2012 pursuant to its existing $2,000,000,000 shelf registration statement. An 8-
K, dated May 22, 2002, reported the Company’s approval of a 3-for-2 split of its common stock and
corresponding reduction in the par value of the common stock from $.075 per share to $.050 per share, effective
as of the close of trading on June 28, 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused

this report to be signed on its behalf by the undersigned, thereunto duly authorized, on August 15, 2002.

Davxd L. ]Denms

Vice Chairman, Chief Corporate Officer and Chief
Financial Officer
(Principal Financial Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below on August 15, 2002, by the following persons on behalf of the registrant and in the capacities

indicated:

Lawrence Biondi, S.J.

s Brodty

mice B. Bratter

Van B. Honeycutt

By:

/ RAymond L. Mathiasen

Executive Vice President and
Chief Accounting Officer
(Principal Accounting Officer)

Title

Chairman, Chief Executive Officer and
Director (Principal Executive Officer)
Director
Director
Director

Director

Director




Director

o\ -

Lester B. Komn

7/144/‘ My—‘

Floyd D. Loop, M.D.

Director




TENET HEALTHCARE CORPORATICN AND SUBSIDIARIES
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
Years Ended May 31, 2000, 2001 and 2002
(in milliens)

ANowance for Doubtful Accounts

Additions Charged to:

Bazlance at

Beginning Costs and Other Other Belance at

of Period Expenses(1) Accounts Deductions(2) Items(3) End of Period
2000 $287 $ 915 — $ (848) 34 $358
2001 358 904 — (930) 1 333
2002 333 1,044 — (1,062) 0 315

(1)  Before considering recoveries on accounts or notes previously written off.

(2)  Accounts written off.

(3)  Primarily beginning balances for purchased businesses, net of balances for businesses sold.
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CERTIFICATION PURSUANT TO SECTION 1350 OF CHAPTER 63
OF TITLE 18 OF THE UNITED STATES CODE

I, Jeffrey C. Barbakow, the Chairman and Chief Executive Officer of Tenet Healthcare
Corporation, certify (i) that the Annual Report on Form 10-K for the fiscal year ended May 31,
2002 (the “Form 10-K”), filed with the Securities and Exchange Commission on August 14,
2002, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934 and (ii) the information contained in the Form 10-K fairly presents, in all material
respects, the financial condition and results of operations of Tenet Healthcare Corporation.

How

Je C. Barbakow

August 14, 2002

The foregoing certification is being furnished solely pursuant to 18 U.S.C. §1350 and is
not being filed as part of the Form 10-K or as a separate disclosure document.




Exhibit 99.2

CERTIFICATION PURSUANT TO SECTION 1350 OF CHAPTER 63
OF TITLE 18 OF THE UNITED STATES CODE

I, David L. Dennis, the Vice Chairman, Chief Corporate Officer and Chief Financial
Officer in the Office of the President of Tenet Healthcare Corporation, certify (i) that the Annual
Report on Form 10-K for the fiscal year ended May 31, 2002 (the “Form 10-K”), filed with the
Securities and Exchange Commission on August 14, 2002, fully complies with the requirements
of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and (ii) the information
contained in the Form 10-K fairly presents, in all material respects, the financial condition and
results of operations of Tenet Healthcare Corporation.

David L. Dennis

August 14, 2002

The foregoing certification is being furnished solely pursuant to 18 U.S.C. §1350 and is
not being filed as part of the Form 10-K or as a separate disclosure document.




SECURITIES AND EXCHANGE COMMISSION
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PARTI
Item 1. Business
GENERAL

Tenet Healthcare Corporation (together with its subsidiaries, “Tenet”, the “Registrant” or the “Company”) is
the second-largest investor-owned health care services company in the United States. At May 31, 2002, Tenet’s
subsidiaries and affiliates {collectively “subsidiaries™) owned or operated 116 domestic general hospitals with
28,667 licensed beds and related health care facilities serving urban and rural communities in 17 states, owned
one general hospital and related health care facilities in Barcelona, Spain, and held investments in other health
care companies. The related health care facilities included a small number of rehabilitation hospitals, specialty
hospitals, long-term-care facilities, a psychiatric facility and medical office buildings located on the same
campus as, or nearby, its general hospitals, physician practices and various ancillary health care businesses,
including outpatient surgery centers, home health care agencies, occupational and rural health care clinics and
health maintenance organizations.

Several years ago Tenet adopted a “back to basics” approach to improving its operations and financial
performance. Various initiatives developed as part of that back to basics approach helped Tenet to significantly
improve its operations and financial performance in fiscal year 2002. Among those initiatives, which are
discussed in more detail below, are initiatives to (i) improve patient, physician and employee satisfaction,

(ii) acquire new, or expand and enhance existing, integrated health care delivery systems, (iii) reduce bad debts
and improve cash flow, (iv) focus on core services such as cardiology, orthopedics and neurology designed to
meet the health care needs of the aging baby boomer generation, (v) improve recruitment and retention of
nurses and other employees, (vi) improve the quality of care provided at its hospitals by identifying best
practices and exporting those best practices to all of its hospitals; and (vii) improve operating efficiencies and
reduce costs while maintaining the quality of care provided.

Tenet regularly reviews its portfolio of facilities to assess performance and allocate resources. Tenet intends
to continue its strategic acquisitions of, and partnerships or affiliations with, additional general hospitals and
related health care businesses in order to expand and enhance its integrated health care delivery systems. From
time to time, Tenet also may close or sell facilities or convert them to alternate uses.

As discussed in more detail under Health Care on page 2, Tenet’s subsidiaries acquired five general hospitals
and sold one general hospital during fiscal 2002. During fiscal 2002, a partnership between a Tenet subsidiary
and The Cleveland Clinic Foundation opened the Cleveland Clinic Florida Hospital.

On March 1, 2001, the Company entered into a senior unsecured $500 million 364-day credit agreement and
a senior unsecured $1.5 billion five-year revolving credit agreement. On February 28, 2002, the Company
renewed the 364-day agreement for another 364 days. The credit agreements allow the Company to borrow,
repay and reborrow up to $500 million prior to March 1, 2003 and $1.5 billion prior to March 1, 2006. The
Company had approximately $931 million available under its credit agreements at May 31, 2002.




Under segment reporting criteria, Tenet’s business of providing health care is a single reportable operating
segment. See the discussion of Tenet’s revenues and operations in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” contained in Tenet’s Annual Report to Shareholders for the year
ended May 31, 2002.

OPERATIONS
A. Health Care

All of Tenet’s operations are conducted through its subsidiaries. At May 31, 2002, Tenet’s subsidiaries
operated 116 domestic general hospitals with 28,667 licensed beds serving urban and rural communities in 17
states. Of those general hospitals, 96 are owned by Tenet’s subsidiaries and 20 are owned by third parties and
leased by Tenet subsidiaries (including one Tenet-owned facility that is on land leased from a third party). A
Tenet subsidiary also owns one general hospital and ancillary health care operations in Barcelona, Spain.

During fiscal 2002, Tenet’s subsidiaries acquired five general hospitals: Good Samaritan Medical Center in
West Palm Beach, Florida, with a total of 341 beds, St. Mary’s Medical Center in West Palm Beach, Florida,
with a total of 460 beds, St. Alexius Hospital in St. Louis, Missouri, with a total of 203 beds, Daniel Freeman
Memorial Hospital in Inglewood, California, with a total of 358 beds, and Daniel Freeman Marina Hospital in
Marina Del Rey, California, with a total of 166 beds (which is in the process of being closed). During fiscal
2002, Tenet sold one general hospital, On June 1, 2002, Tenet closed St. Luke Medical Center in Pasadena,
California,

During fiscal 2002, a partnership formed between a subsidiary of the Company and The Cleveland Clinic
Foundation (the “Foundation™) opened the Cleveland Clinic Florida Hospital (the “Hospital™) in Weston,
Florida. The Company’s subsidiary provides operational and management expertise to the Hospital. Under a
medical services agreement between the partnership and The Cleveland Clinic Florida (the “Clinic”) —a
subsidiary of the Foundation, the Clinic provides to the Hospital clinical and medical administration and is the
exclusive provider of all specialty medical staff.

Each of Tenet’s general hospitals offers acute care services, operating and recovery rooms, radiology
services, respiratory therapy services, pharmacies and clinical laboratories, and most offer intensive care,
critical care and/or coronary care units, and physical therapy, orthopedic, oncology and outpatient services. A
number of the hospitals also offer tertiary care services such as open-heart surgery, neonatal intensive care and
neuroscience. Eight of the Company’s hospitals-Memorial Medical Center, USC University Hospital, St. Louis
University Hospital, Hahnemann University Hospital, Sierra Medical Center, Western Medical Center, St.
Christopher's Hospital for Children and the Cleveland Clinic Florida Hospital-offer quaternary care in such
areas as heart, lung, liver and kidney transplants. USC University Hospital, Sierra Medical Center and Good
Samaritan Medical Center also offer gamma-knife brain surgery and St. Louis University Hospital, Hahneman
University Hospital and Memorial Medical Center offer bone marrow transplants. Except for one small hospital
that has not sought to be accredited, each of the Company’s facilities that is eligible for accreditation is fully
accredited by the Joint Commission on Accreditation of Healthcare Organizations (“JCAHO”), the Commission
on Accreditation of Rehabilitation Facitities (“CARF”) (in the case of rehabilitation hospitals), The American
Osteopathic Association (“AOA™) (in the case of two hospitals) or another appropriate accreditation agency.
With such accreditation, the Company’s hospitals are eligible to participate in the
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Medicare and Medicaid programs. The one hospital that is not accredited participates in the Medicare program
through a special waiver that must be renewed each year.

For many years, significant unused capacity at U.S. hospitals, payor-required preadmission authorization and
payor pressure to maximize outpatient and alternative health care delivery services for less acutely ill patients
created an environment where hospital admissions and length of stay declined significantly. More recently,
admissions have begun to increase as the baby boomer generation enters the stage of life where hospital
utilization increases.

Among various initiatives the Company has implemented to address this trend is focusing on core services,

such as cardiology, orthopedics and neurology, to meet the health care needs of the baby boomer generation.
The Company’s facilities also will continue to emphasize those outpatient services that can be provided on a

quality, cost-effective basis and that the Company believes will meet the needs of the communities the facilities

serve. The patient volumes and net operating revenues at both the Company’s general hospitals and its
outpatient surgery centers are subject to seasonal variations caused by a number of factors, including, but not
necessarily limited to, seasonal cycles of illness, climate and weather conditions, vacation patterns of both

patients and physicians and other factors relating to the timing of elective procedures.

The following table lists, by state, the general hospitals owned or leased by Tenet’s subsidiaries and operated

domestically as of May 31, 2002:

Geographic Area/State Facility Location
Alabama Brookwood Medical Center Birmingham
Arkansas Central Arkansas Hospital Searcy
National Park Medical Center Hot Springs
Regional Medical Center of NEA (1) Jonesboro
St. Mary’s Regional Medical Center Russellville
California (Southern) Alvarado Hospital Medical Center/fSDRI San Diego
Brotman Medical Center Culver City
Centinela Hospital Medicai Center Inglewood
Century City Hospital Los Angeles
Chapman Medical Center Orange
Coastal Communities Hospital Santa Ana

Community Hospital of Huntington Park
Daniel Freeman Marina Hospital

Huntington Park
Marina del Rey

Daniel Freeman Memorial Hospital Inglewood
Desert Regional Medical Center Palm Springs
Encino-Tarzana Regional Medical Center (2) Encino
Encino-Tarzana Regional Medical Center (2) Tarzana

Fountain Valley Regional Hospital and Medical Ctr
Garden Grove Hospital and Medical Center

Fountain Valley
Garden Grove

Garfield Medical Center Monterey Park
Greater El Monte Community Hospital South El Monte
Irvine Regional Hospital and Medical Center Irvine

John F. Kennedy Memorial Hospital Indio
Lakewood Regional Medical Center Lakewood

Los Alamitos Medical Center Los Alamitos
Midway Hospital Medical Center Los Angeles

Mission Hospital of Huntington Park
Monterey Park Hospital

Huntington Park
Monterey Park

Placentia Linda Hospital Placentia
Queen of Angels/Hollywood Presbyterian Med Ctr Los Angeles
St. Luke Medical Center (3) Pasadena
San Dimas Community Hospital San Dimas
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Licensed
Beds

586
193
166
104
170
311
432
371
190
114
178

81
166
358
393
151
236
400
167
210
117
176
130
161
167
225
109
101
114
434
165

93

Status

Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Leased
Owned
Leased
Owned
Owned
Leased
Leased
Leased
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Qwned
Owned
Owned
Owned
Owned
Owned
Owned
Owned




Geographic Area/State Facility Location
Santa Ana Hospital Medical Center Santa Ana
Suburban Medical Center Paramount
USC University Hospital (4) Los Angeles
Western Medical Center Santa Ana
Western Medical Center Hospital Anaheim Anaheim
Whittier Hospital Medical Center Whittier
California (Northern) Community Hospital of Los Gatos Los Gatos
Doctors Hospital of Manteca Manteca
Doctors Medical Center Modesto
Doctors Medical Center San Pablo
Redding Medical Center Redding
San Ramon Regional Medical Center San Ramon
Sierra Vista Regional Medical Center San Luis Obispo
Twin Cities Community Hospital Templeton
Florida Cleveland Clinic Florida Hospital(5) Weston
Coral Gables Hospital Coral Gables
Delray Medical Center Delray Beach
Florida Medical Center Ft. Lauderdale
Good Samaritan Hospital West Palm Beach
Hialeah Hospital Hialeah
Hollywood Medical Center Hollywood
North Ridge Medical Center Ft. Lauderdale
North Shore Medical Center Miami
Palm Beach Gardens Medical Center Palm Beach Gardens
Paimetto General Hospital Hialeah
Parkway Regional Medical Center North Miami Beach
St. Mary’s Medical Center West Palm Beach
Seven Rivers Community Hospital Crystal River
West Boca Medical Center Boca Raton
Georgia Atlanta Medical Center Atlanta
North Fulton Regional Hospital Roswell
South Fulton Medical Center East Point
Spalding Regional Hospital Griffin
Sylvan Grove Hospital Jackson
Indiana Winona Memorial Hospital Indianapolis
Louisiana Doctors Hospital of Jefferson Metairie
Kenner Regional Medical Center Kenner
Meadowecrest Hospital Gretna
Memorial Medical Center, Mid-City Campus New Orleans
Memorial Medical Center, Uptown Campus New Orleans
Northshore Regional Medical Center Stidell
St. Charles General Hospital New Orleans
Massachusetts MetroWest Medical Center—Leonard Morse(6) Natick
MetroWest Medical Center—Union Hospital(6) Framingham
St. Vincent Hospital at Worcester Medical Ctr(7) Worcester
Mississippi Gulf Coast Medical Center Biloxi
Missouri Des Peres Hospital St. Louis
Forest Park Hospital St. Louis
SouthPointe Hospital St. Louis
St. Alexius Hospital St. Louis
St. Louis University Hospital St. Louis
Three Rivers Healthcare—North Campus Poplar Bluff
Three Rivers Healthcare—South Campus Poplar Bluff
Twin Rivers Regional Medical Center Kennett
Nebraska Creighton University Medical Center(8) Omaha
Nevada Lake Mead Hospital Medical Center North Las Vegas
North Carolina Central Carolina Hospital Sanford
Frye Regional Medical Center Hickory
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Licensed
Beds

69
182
293
287
188
181
143

Status

Leased
Leased
Leased
Owned
Owned
Owned
Leased
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Leased
Owned
Owned
Owned
Owned
Owned
Leased




Licensed

Geographic Area/State Facility Location Beds Status
Pennsylvania Eikins Park Hospital Elkins Park 243 Owned
Graduate Hospital Philadelphia 303 Owned
Hahnemann University Hospital Philadelphia 618  Owned
Medical College of Pennsylvania Hospital Philadelphia 465 Owned
Parkview Hospital Philadelphia 200 Owned
St. Christopher’s Hospital for Children Philadelphia 183 Owned
Warminster Hospital Warminster 145 Owned
South Carolina East Cooper Regional Medical Center Mount Pleasant 100 Owned
Hilton Head Medical Center and Clinics Hilton Head 93 Owned
Piedmont Medical Center Rock Hill 268 Owned
Tennessee John W. Harton Regional Medical Center Tullahoma 137 Owned
St. Francis Hospital Memphis 651 Owned
University Medical Center Lebanon 257 Owned
Texas (Dallas) Doctors Hospital Dallas 198 Owned
Lake Pointe Medical Center Rowlett 97  Owned
RHD Memorial Medical Center Dallas 150  Leased
Trinity Medical Center Carrollton 137 Leased
Texas (Houston) Cypress Fairbanks Medical Center Houston 140  Owned
Houston Northwest Medical Center Houston 498 Owned
Park Plaza Hospital Houston 468  Owned
Twelve Oaks Medical Center Houston 526 Owned
Texas (Other) Brownsville Medical Center Brownsville 243 Owned
Nacogdoches Medical Center Nacogdoches 150 Owned
Providence Memorial Hospital El Paso 486  Owned
Shelby Regional Medical Center Center 54 Owned
Sierra Medical Center El Paso 354  Owned

(1)  Owned by a limited liability company in which a Tenet subsidiary owns a 95 percent interest and is the

managing member.

(2)  Leased by a partnership in which Tenet’s subsidiaries own a 75 percent interest and of which a Tenet

subsidiary is the managing general partner.

(3)  Facility closed as of June 1, 2002,

(4)  Facility owned by Tenet on land leased from a third party.

(5)  Owned by a partnership in which a Tenet subsidiary owns a 51 percent interest and is the managing

general partner.

(6) Owned by a limited partnership in which a Tenet subsidiary owns a 79.9 percent interest and is the
managing general partner.

(7)  Owned by a limited liability company in which a Tenet subsidiary owns a 90 percent interest and is the

managing member.

(8)  Owned by a limited liability company in which a Tenet subsidiary owns a 74 percent interest and is the

managing member.




The largest concentrations of the Company's hospital beds are in California (29.7 percent), Florida (16.3
percent) and Texas (12.2 percent). While having concentrations of hospital beds within geographic areas helps
the Company to contract more successfully with managed care payors, reduce management, marketing and
other expenses and more efficiently utilize resources, such concentrations increase the risk that any adverse
economic, regulatory or other developments that may occur within such areas may adversely affect the
Company’s business, financial position or results of operations.

Tenet believes that its hospitals are well-positioned to compete effectively in the rapidly evolving health care
environment. Tenet continually analyzes whether each of its hospitals fits within its strategic plans and has and
will continue to analyze ways in which such assets may best be used to maximize shareholder value. To that
end, the Company occasionally may close, sell or convert to alternate uses certain of the Company’s facilities
and services in order to eliminate non-strategic assets, duplicate services or excess capacity or because of
changing market conditions.

The following table shows certain information about the general hospitats owned or leased domestically by
Tenet’s subsidiaries for the fiscal years ended May 31:

2000 2001 2002
Total number of facilities 110 111 116
Total number of licensed beds 26,939 27,277 28,667
Average occupancy during the period 46.8% 50.0% 51.6%

The above tables do not include Tenet’s general hospital in Barcelona, Spain, or Tenet’s rehabilitation hospitals,
long-term-care facilities, psychiatric facility, outpatient surgery centers or other ancitlary facilities.

B. Business Strategy

The Company's objective is to provide guality health care services responsive to the needs of each
community or area within the current regulatory and managed care environment. Tenet believes that
competition among health care providers occurs primarily at the local level. Accordingly, the Company tailors
its local strategies to address the specific competitive characteristics of each area in which it operates, including
the number and size of facilities operated by Tenet’s subsidiaries and their competitors, the nature and structure
of physician practices and physician groups and the demographic characteristics of the area. To achieve its
objective, the Company pursues the following strategies:

. Improving patient, physician and employee satisfaction. An important program in this area, the
“Target 100™ program, targets 100 percent satisfaction rates among patients, physicians and
employees at Tenet's facilities. Under the program, employees at every hospital are trained to
focus on the following five pillars in every aspect of their jobs: Service, Quality, Cost, People and
Growth. The Target 100 program has been implemented at all of the Company’s hospitals and
employees at all of Tenet’s hospitals have received their initial Target 100 training. The program
also has been implemented at the Company’s corporate offices and Dailas service center with the
focus on attaining 100 percent satisfaction from the hospitals served by the Company’s corporate
offices and Dallas service center.




Acquiring or entering into strategic partnerships with hospitals, groups of hospitals, other health
care businesses and ancillary health care providers where appropriate to expand and enhance
quality integrated health care delivery systems responsive to the current managed care
environment. Being a comprehensive provider of quality health care services in selected
communities enables the Company to attract and serve patients and physicians. The Company
carefully evaluates investment opportunities and invests in projects that enhance its objective of
providing quality health care services, maximizing its return on investments and enhancing
shareholder value.

Reducing bad debts and improving cash flow. The Company has taken actions such as improving
its admissions processes, including providing better training for employees involved in admitting
patients, simplifying its contracts with managed care providers to cut down on billing disputes,
improving its charting and billing processes to bill more promptly and reduce the number of errors
and re-engineering the collections process to ensure that bills are paid in a timely manner. The
Company also has made a policy decision to aggressively pursue, through litigation and other
means, claims against managed care payors who do not promptly pay their bills.

Focusing on core services such as cardiology, orthopedics and neurology designed to meet the
health care needs of the aging baby boomer generation. The Company is dedicating significant
capital to building or enhancing facilities and acquiring equipment to support those core services
and is focusing on recruiting physicians who specialize in cardiology, orthopedics and neurology
to practice at its hospitals.

Improving recruitment and retention of nurses and other employees. Among the steps Tenet is
taking to attract and retain employees generally, and nurses in particular, is its “employer of
choice” program, through which Tenet strives to be the employer of choice in each region where it
is located. The program includes continuing education programs designed to allow employees to
earn advanced credentials and degrees, including on-line education programs which may be
completed at a Tenet facility or at home in order to address the varied work schedules of hospital-
based employees. The program also includes a focus on employee recognition, reducing waiting
periods for participation in employee benefit plans, flexible work schedules where appropriate and
the Tenet Rewards program, which allows employees to purchase certain goods and services at
discounted prices.

Improving the quality of care provided at its hospitals by identifying best practices, re-engineering
hospital processes to help achieve better outcomes for patients, and offering those best practices to
all of its hospitals. One program designed to accomplish this is Tenet’s “Partnership for Change”
program. The program is designed to create a quality monitoring culture among Tenet’s
employees, physicians and other health care professionals who practice at Tenet’s hospitals. The
program calis for tracking outcomes in an effort to help maximize the most effective clinical
practices. The Partnership for Change program has been implemented in 38 of the Company’s
hospitals in Southern California, New Orleans and South Florida. Over time, the program will be
rolled out to all of Tenet’s facilities.




. Improving operating efficiencies and reducing costs while maintaining the quality of care
provided. For example, by aggregating volume purchases among a large group of purchasers,
including Tenet’s hospitals and the hospitals and other health care facilities of many other
investor-owned and not-for-profit health care providers, and enforcing purchasing guidelines,
Broadlane, Inc., has been able to lower Tenet’s supply costs. Broadlane also offers procurement
strategy, outsourcing and e-commerce services. While Tenet is the majority owner of Broadlane,
other health care providers and others, including key employees of Tenet and its subsidiaries, have
invested in Broadlane.

. Developing and maintaining strong relationships with physicians and fostering a physician-
friendly culture that will enhance patient care and fulfill the health care needs of the communities
the Company serves.

. Entering into discounted fee-for-service arrangements and managed care contracts with third-party
payors.

Tenet’s general hospitals serve as hubs for integrated health care delivery systems. Those systems are
designed to provide quality medical care throughout a community or area. For a further discussion of how
Tenet’s business strategy enhances its competitive position, see Competition on page 10.

To continue to enhance its integrated health care delivery systems, Tenet intends to make strategic
acquisitions of hospitals, build new hospitals and expand its existing hospitals. The Company recently has seen
an increase in the number of not-for-profit hospitals available for purchase and expects to make more strategic
acquisitions as a result of that trend. The fact that the governing boards of not-for-profit hospitals now typically
engage investment bankers or other third parties to assist with the process of selling their hospitals results in a
niore competitive process, which may result in higher prices for those hospitals. Furthermore, legislative
requirements conceming the procedures that a for-profit hospital company must follow when acquiring a not-
for-profit hospital in many states, as well as other factors, have increased the amount of time it takes the
Company to acquire a not-for-profit hospital. In order to meet market-driven demands, such as the demand for
hospital services in a wider geographic area or for outpatient services, and to expand its hospitals’ market share
in certain geographic areas, the Company also is pursuing opportunities to build new hospitals or
comprehensive outpatient centers that typically do not provide overnight inpatient care.

Several years ago many of the Company’s subsidiaries entered into employment or at-risk management
agreements with physicians. A large percentage of those physician practices were acquired as part of large
hospital acquisitions or through the formation of integrated health care delivery systems. During the latter part
of fiscal year 1999, the Company undertook the process of evaluating its physician strategy and began to
develop plans to divest, terminate or allow to expire a significant number of its existing unprofitable agreements
with physicians. During fiscal years 2000 and 2001, the Company’s subsidiaries exited 77 percent of the
unprofitable physician agreements that management had authorized be terminated or allowed to expire.
Substantially all of the remaining unprofitable physician agreements were terminated by July 31, 2002. The
Company'’s subsidiaries continue to employ or manage a number of more profitable or strategic physician
practices, which are managed at the local level.




PROPERTIES

Tenet’s principal executive offices are located at 3820 State Street, Santa Barbara, California 93105, That
building is leased by a Tenet subsidiary under a lease that expires in 2006. The telephone number of Tenet’s
Santa Barbara headquarters is (805) 563-7000. Hospital support services for Tenet’s subsidiaries are located in a
service center in Dallas, Texas, in space leased by a Tenet subsidiary under a lease that terminates in 2010
unless the Company exercises one or both of its two five-year renewal options. At May 31, 2002, Tenet and its
subsidiaries also were leasing space for regional offices in California, Florida, Georgia, Louisiana, Missouri,
Pennsylvania and Texas. In addition, Tenet’s subsidiaries operated domestically 163 medical office buildings,
most of which are adjacent to Tenet’s general hospitals.

The number of licensed beds and locations of the Company’s general hospitals are described on pages 3
through 5. As of May 31, 2002, Tenet had approximately $51 million of outstanding loans secured by property
and equipment and approximately $49 million of capitalized lease obligations. The Company believes that all of
these properties, as well as the administrative and medical office buildings described above, are suitable for
their intended purposes.

MEDICAL STAFF AND EMPLOYEES

Tenet’s hospitals are staffed by licensed physicians who have been admitted to the medical staff of
individual hospitals. Members of the medical staffs of Tenet’s hospitals also often serve on the medical staffs of
hospitals not owned by the Company and may terminate their affiliation with the Tenet hospital or shift some or
all of their admissions to competing hospitals at any time. Although Tenet owns some physician practices and,
where permitted by law, employs some physicians, the majority of the physicians who practice at the
Company’s hospitals are not employees of the Company. Nurses, therapists, lab technicians, facility
maintenance staff and the administrative staff of hospitals normally are employees of the Company.

Tenet’s operations are dependent on the efforts, ability and experience of its employees and physicians.
Tenet’s continued growth depends on (i) its ability to attract and retain skilled employees, (ii) the ability of its
key employees to manage growth successfully and (iii) Tenet’s ability to attract and retain physicians and other
health care professionals at its hospitals. In addition, the success of Tenet is, in part, dependent upon the quality,
number and specialties of physicians on its hospitals’ medical staffs, most of whom have no long-term
contractual relationship with Tenet and may terminate their association with Tenet’s hospitals at any time.
Although Tenet currently believes it will continue to successfully attract and retain key employees, qualified
physicians and other health care professionals, the loss of some or all of its key employees or inability to attract
or retain sufficient numbers of qualified physicians and other health care professionals could have a material
adverse effect on the Company’s business, financial position or results of operations.

9




The number of Tenet’s employees (of which approximately 30 percent were part-time employees) at May
31, 2002, was approximately as follows:

General hospitals and related health care facilities(1) 112,651
Tenet Service Center and regional and support offices 1,064
Corporate headquarters 162
Total 113,877

(1) Includes employees whose employment relates to the operations of the Company’s general hospitals,
rehabilitation hospitals, psychiatric facility, specialty hospitals, outpatient surgery centers, managed
services organizations, physician practices, debt collection subsidiary and other health care operations.

Tenet is subject to the federal minimum wage and hour laws and maintains various employee benefit plans.
Labor relations at Tenet’s facilities have been satisfactory and approximately eight percent of Tenet’s
employees are represented by labor unions. The hospital industry in general, including the Company’s hospitals,
are seeing an increase in the amount of union activity, particularly in California. The Company does not expect
the increase in union activity to significantly impact the Company’s business, financial position or results of
operations.

The hospital industry in general is experiencing a nationwide nursing shortage. This shortage is more serious
in certain areas than others, including several areas in which the Company operates hospitals, such as South
Florida, Southern California and Texas, and in certain specialties. The nursing shortage has become a
significant operating issue to health care providers, including the Company, and has resulted in increased costs
to the Company for nursing personnel. The Company cannot predict the degree to which it will be affected by
the future availability and cost of nursing personnel, but it expects the nursing shortage to continue, which may
require the Company to enhance wages and benefits to recruit and retain nurses and also may require an
increase in the utilization of more expensive temporary personnel. Among the steps Tenet is taking to attract
and retain employees generally, and nurses in particular, is its “employer of choice” program, which is
described on page 7 above.

COMPETITION

Tenet’s general hospitals and other health care businesses operate in competitive environments. A facility’s
competitive position within the geographic area in which it operates is affected by a number of competitive
factors, including: the scope, breadth and quality of services a hospital offers to its patients and physicians; the
number, quality and specialties of the physicians who refer patients to the hospital; nurses and other health care
professionals employed by the hospital or on its staff; its reputation; its managed care contracting relationships;
the extent to which it is part of an integrated health care delivery system; its location; the location and number
of competitive facilities and other health care alternatives; the physical condition of its buildings and
improvements; the quality, age and state of the art of its medical equipment; its parking or proximity to public
transportation; the length of time it has been a part of the community; and its charges for services. Tax-exempt
competitors may have certain financial advantages not available to Tenet’s facilities, such as endowments,
charitable contributions, tax-exempt financing and exemptions from sales, property and income taxes. Tenet
believes that competition among health care providers occurs primarily at the local level. Accordingly, the
Company tailors its hospitals’ local strategies to address the specific competitive characteristics of the region in
which they operate.




The importance of Tenet’s facilities obtaining managed care contracts has increased over the years as
employers, private and government payors and others have tried to control rising health care costs. The
revenues and operating results of most of the Company’s hospitals are significantly affected by the hospitals’
ability to negotiate favorable contracts with managed care payors.

A health care provider’s ability to compete for favorable managed care contracts is affected by many factors,
including the competitive factors referred to above. Among the most important of those factors is whether the
hospital is part of an integrated health care delivery system and, if so, the scope, breadth and quality of services
offered by such system and by competing systems. A hospital that is part of a system with many hospitals
throughout a geographic area is more likely to obtain managed care contracts, and to obtain more favorable
terms in those contracts, than a hospital that is not.

Tenet evaluates changing circumstances in each geographic area on an ongoing basis and positions itseif to
compete in the managed care market by forming its own, or joining with others to form, integrated health care
delivery systems. Most of Tenet’s hospitals are located in geographic areas where they have the number one or
number two market share. In those areas, Tenet negotiates with managed care providers with the goal of
including all of its hospitals within the region in each managed care contract. In addition to negotiating
managed care contracts for its networks of hospitals, Tenet: (i) encourages physicians practicing at its hospitals
to form independent physician associations (“IPAs™) and (ii) joins with those IPAs as well as other physicians
and physician group practices to form physician hospital organizations (“PHOs”) to enter into managed care
and other contracts both on behalf of those groups and, in certain circumstances, on behalf of the PHOs.

Tenet’s networks in Southern California, South Florida, the greater New Orleans area, St. Louis,
Philadelphia and, more recently, Atlanta are models of how Tenet has developed networks of its own hospitals
and related health care facilities to meet the health care needs of these communities throughout those
geographic areas. In geographic areas where Tenet has fewer hospitals, those hospitals may join with other
hospitals and health care providers to create integrated health care delivery systems in order to better compete
for managed care contracts.

Another important factor in Tenet’s future success is the ability of its hospitals to continue to attract and
retain staff physicians. The Company attracts physicians to its hospitals by equipping its hospitals with
technologically advanced equipment and physical plant, properly maintaining the equipment and physical plant,
sponsoring training programs to educate physicians on advanced medical procedures and otherwise creating an
environment within which physicians prefer to practice. The Company also attracts physicians to its hospitals
by using local governing boards, consisting primarily of physicians and community members, to develop short-
and long-term plans for the hospital and review and approve, as appropriate, actions of the medical staff,
including staff appointments, credentialing, peer review and quality assurance. While physicians may terminate
their association with a hospital at any time, Tenet believes that by striving to maintain and improve the level of
care at its hospitals and by maintaining ethical and professional standards, it will attract and retain qualified
physicians with a variety of specialties.




“Target 100” and “Partnership for Change” are two important programs that Tenet has adopted to enhance
physician satisfaction and make the Company’s hospitals more attractive to physicians. As noted in the
Business Strategy discussion on page 6, the “Target 100” program targets 100 percent satisfaction rates among
patients, physicians and employees at Tenet’s facilities. Under the program, employees at every hospital are
trained to focus on the following five pillars in every aspect of their jobs: Service, Quality, Cost, People and
Growth, Tenet’s Partnership for Change program, which also is described in the Business Strategy discussion
on page 7, is designed to create a quality monitoring culture among Tenet’s employees, physicians and other
health care professionals who practice at Tenet’s hospitals. The program employs a computerized outcomes
management system that contains clinical and demographic information from the Company’s hospitals and
physicians and allows users to identify “best practices” for treating specific diagnostic-related groups. The
Company’s goal is to improve the quality of care provided at its hospitals by maximizing the most effective
clinical practices and eliminating those that have proven not to be effective.

The health care industry continues to contend with a nursing shortage and increased competition for nurses
and other health care professionals. The steps the Company is taking to address that competition are described
in the discussion concerning Medical Staff and Employees on page 9.

The health care industry has undergone a tremendous amount of change over the past several years. In the
late 1990°s, national and state efforts to reform the health care system in the United States adversely impacted
reimbursement rates under government programs such as Medicare and Medicaid. More recently, however,
hospitals have been granted relief in the form of higher reimbursement rates. The earlier cutback in
reimbursement rates and the more recent relief in the form of higher reimbursement rates are described in more
detail under Medicare, Medicaid and Other Revenues on page 13,

Similarly, for many years general hospitals faced efforts by managed care payors to reduce inpatient
admissions and average lengths of stay, and to reduce the amounts hospitals were paid for providing care to
their patients. Among the methods used by managed care payors to accomplish those goals have been payor-
required pre-admission authorization and utilization review and payor pressure to maximize outpatient and
alternative health care delivery services for less acutely ill patients. Because of the Company’s strategies,
however, its hospitals achieved strong admissions growth in fiscal year 2002 and expect their admissions
growth to continue. Furthermore, the Company successfully negotiated higher payment rates under many of its
managed care contracts in fiscal year 2002 and expects to continue to negotiate higher payment rates from
managed care payors.

The health care industry has seen a significant rise in malpractice expense due to unfavorable pricing and
availability trends in the professional and gencral liability insurance markets and increases in the magnitude of
claim settlements. The Company expects this trend may continue unless meaningful tort reform legislation is
enacted.

Changes in medical technology, existing and future legislation, regulations, interpretations of those
regulations, competitive contracting for provider services by payors and other competitive factors may require
changes in the Company’s facilities, equipment, personnel, procedures, rates and/or services in the future. The
Company believes it has the capital available to respond to those challenges.

To meet the foregoing challenges, the Company (i) has implemented the business strategies described on
pages 6 through 8, (ii) has expanded or converted many of its general hospitals’ facilities to include distinet
outpatient centers, (iii) offers discounts to private payor groups, (iv) upgrades facilities and equipment,

(v) offers new programs and services and (vi) is entering into additional managed care contracts.




MEDICARE, MEDICAID AND OTHER REVENUES

Tenet receives payments for patient care from private insurance carriers, federal Medicare programs for
elderly patients and patients with disabilities, health maintenance organizations, preferred provider
organizations, state Medicaid programs for indigent and cash grant patients, the TriCare Program (“TriCare™),
employers and patients. The approximate percentages of Tenet’s net patient revenue by payment sources for
Tenet’s domestic general hospitals owned or operated by its subsidiaries are as follows:

Years Ended May 31,

2000 2001 2002
Medicare 32.6% 30.8% 31.8%
Medicaid 8.3% 8.2% 8.6%
Managed Care 40.7% 43.3% 43.9%
Indemnity and Other 18.4% 17.7% 15.7%

Payments from govemment programs, such as Medicare and Medicaid, account for a significant portion of
Tenet’s operating revenues. From time to time, legislative changes have resulted in limitations on, and in some
cases significant reductions in levels of, payments to health care providers under government programs. One
example of that is the Balanced Budget Act of 1997 (the “BBA”), which changed the method of paying health
care providers under the Medicare and Medicaid programs, and resulted in significant reductions in payments to
health care providers for their inpatient, outpatient, home health, capital and skilled nursing facilities costs. All
significant BBA reductions have been phased in.

The savings to the federal government that resulted from the BBA was much greater than anticipated. In
November 1999, the Balanced Budget Refinement Act (the “BBRA”) was signed into law to provide hospitals
some relief from the impact of the BBA. In December 2000, the Medicare and Medicaid and SCHIP Benefits
Improvement and Protection Act of 2000 (the “BIPA”) became law. This act further amended the BBA and
provides additional relief to hospitals from some of the key provisions of the BBA. The effects of the BBA, the
BBRA and the BIPA are discussed in more detail below.

Private payors, including managed care payors, are continuing to demand discounted fee structures and to
place significant limits on the scope of services covered. Inpatient utilization, average lengths of stay and
occupancy rates continue to be negatively affected by payor-required preadmission authorization and utilization
review and by payor pressure to maximize outpatient and alternative health care delivery services for less
acutely ill patients. Although the Company recently has negotiated increases in payment rates under managed
care contracts, the Company expects efforts by government and other payors to impose reduced allowances,
greater discounts and more stringent cost controls to continue.

Tenet is unable to predict the effect that the changes and trends discussed above will have on its operations.
If the relief under the BBRA and the BIPA continues, rates paid under managed care contracts continue to
increase and the scope of services covered by government and private payors is not further curtailed, the
Company’s business, financial position or results of operations will continue to improve. If the rates paid by
government or private payors are reduced or the scope of services covered by such payors is reduced, such
actions could have a material adverse effect on the Company’s business, financial position or results of
operations.




Description of Government Programs

Medicare payments for general hospital inpatient services are based on a prospective payment system
(“PPS”) referred to herein as the “DRG-PPS.” Under the DRG-PPS, a general hospital receives for each
Medicare inpatient discharged from the hospital a fixed amount based on the Medicare patient’s assigned
diagnostic related group (“DRG”). DRG payments are adjusted for area-wage differentials but otherwise do not
consider a specific hospital’s operating costs. As discussed below, DRG payments exclude the reimbursement
of capital costs, including depreciation, interest relating to capital expenditures, property taxes and lease
expenses. Payments from state Medicaid programs are based on fixed rates or reasonable costs with certain
limits. Substantially all Medicare and Medicaid payments are below the rates charged by Tenet’s facilities.
Payments from other sources usually are based on the hospital’s established charges, a percentage discount from
such charges or all-inclusive per diem rates.

DRG-PPS rates are typically updated each year to give consideration to increased cost of goods and services
purchased by hospitals and non-hospitals (the “Market Basket”), The BBA limited the rate of increase in DRG
rates to the annual Market Basket for such year minus 1.1 percent from October 1, 2000 through September 30,
2003. The BIPA amended the BBA to provide that the Market Basket would be reduced by only .55 percent for
periods beginning October 1, 2001 and ending September 30, 2003, Pending legislation may revise the BIPA to
provide that the Market Basket would be reduced by only .25 percent for federal fiscal year beginning October
1, 2002 (“Federal Fiscal Year 2003”). The DRG rate increase for Federal Fiscal Year 2003 has been set at
2.95 percent (a 3.5 percent Market Basket increase minus .55 percent). Increases in payments to be received by
general hospitals under the DRG-PPS continue to be below the increases in the cost of goods and services
purchased by hospitals.

Medicare pays general hospitals’ capital costs separately from DRG payments. Beginning in 1992, a PPS for
Medicare reimbursement of general hospitals’ inpatient capital costs (“PPS-CC”) generally became effective
with respect to the Company’s general hospitals. After September 30, 2002, all of the Company’s hospitals will
be paid based on a PPS-CC rate that will increase annually by a capital Market Basket update factor. The
Company expects that those increases will be below the increases in the cost of capital assets purchased by
hospitals.

As part of the DRG-PPS, Congress established additional payments to hospitals that treat patients who are
costlier to treat than the average patient. These additional payments are referred to as “Outlier Payments.”
Congress has mandated The Center for Medicare and Medicaid Services (“CMS”) to reduce Outlier Payments
such that they account for between five and six percent of total DRG payments. In order to bring expected
Outlier Payments within this mandate, CMS has proposed substantially raising the cost threshold used to
determine the cases for which a hospital will receive Outlier Payments. The proposed change in the cost
threshold will substantially reduce total Outlier Payments by reducing (a) the number of cases that qualify for
Qutlier Payments and (b) the amount of Qutlier Payments for cases that continue to qualify. The Company does
not expect the implementation of CMS’ proposed change to significantly impact the Company’s business,
financial position or results of operations.

The BBA authorized CMS to establish an outpatient prospective payment system (“OPPS”) that was
implemented August 1, 2000. The OPPS established groups called Ambulatory Payment Classifications
(“APC") for outpatient procedures. Providers are paid for services rendered based on the APCs for those
services. The OPPS established a transitional period that limits each hospital’s losses during the first three and
one half years of the program. If a hospital’s costs of providing the services are lower than the payment, the
hospital will be able to keep the difference. If a hospital’s costs are higher than the payment, it will be
subsidized for part of the loss during the transition period. The OPPS has not had a material impact on the
Company’s business, financial position or results of operations.




The implementation of a PPS for rehabilitation hospitals becomes effective for cost reporting periods on or
after October 1, 2002. The Company does not expect the implementation of the PPS for rehabilitation hospitals
to significantly impact the Company’s business, financial position or results of operations.

Home health services historically were exempt from the DRG-PPS and were paid by Medicare at cost,
subject to certain limits. The BBA required that CMS develop a PPS for home health services. The new system
has been implemented for cost-reporting periods beginning on or after October 1, 2000. Under the BIPA, a
15 percent reduction in payments for home health services required by the BBA has been delayed and pending
legislation may eliminate this proposed reduction altogether. The implementation of a PPS for home health
services has not significantly impacted the Company’s business, financial position or results of operations.

Hospitals that treat a disproportionately large number of low-income patients (Medicaid and Medicare
patients eligible to receive supplementa! Social Security income) currently receive additional payments from the
federal government in the form of Disproportionate Share Payments. The BBA required such payments to be
reduced from what they otherwise would be by one percent in federal fiscal year 1998, two percent in federal
fiscal year 1999 and so forth up to a reduction of five percent in federal fiscal year 2002. The BBRA froze the
reduction for federal fiscal year 2001 at the federal fiscal year 2000 levels, and the BIPA further limited the
reduction to two percent in 2001 and three percent in 2002. The Company’s hospitals currently expect to
receive full Disproportionate Share Payments, without reduction, in 2003.

Under current law, if a hospital is unable to collect a Medicare beneficiary’s deductible or co-payment (a
“Bad Debt"), the hospital may be paid by the federal government for a portion of the Bad Debt provided certain
conditions are met. The BBA provided that the amount of Bad Debt for which the Company otherwise would be
paid will be reduced by: 25 percent beginning October 1, 1997, 40 percent beginning October 1, 1998, and
45 percent beginning October 1, 1999. The BIPA amended the BBA to provide that the Company’s hospitals
will receive 70 percent, rather than only 55 percent, of the amount they otherwise would be paid for their Bad
Debts for cost reporting periods beginning on or after October 1, 2000.

As discussed above, the BBA significantly changed the manner in which the Company is paid for services
provided to Medicare beneficiaries. While both the BBRA and the BIPA have restored a portion of the
reductions made by the BBA, all of the BBA changes taken as a whole have significantly reduced the amount of
payments received by the Company from the federal government.

The Medicare, Medicaid and TriCare programs are subject to statutory and regulatory changes,
administrative rulings, interpretations and determinations, requirements for utilization review and new
governmental funding restrictions, all of which may materially increase or decrease program payments as well
as affect the cost of providing services and the timing of payments to facilities. The final determination of
amounts earned under the programs often requires many years because of audits by the program representatives,
providers’ rights of appeal and the application of numerous technical reimbursement provisions. Management
believes that adequate provision has been made in the Company’s consolidated financial statements for such
adjustments. Until final adjustment, however, significant issues remain unresolved and previously determined
allowances could be more or less than ultimately required.




HEALTH CARE REFORM, REGULATION AND LICENSING
Certain Background Information

Health care, as one of the largest industries in the United States, continues to attract much legislative interest
and public attention. Changes in Medicare, Medicaid and other programs, hospital cost-containment initiatives
by public and private payors, proposals to limit payments and health care spending and industry-wide
competitive factors are highly significant to the health care industry. In addition, the health care industry is
governed by a framework of federal and state laws, rules and regulations that are extremely complex and for
which the industry has the benefit of little or no regulatory or judicial interpretation. Although the Company
believes it is in compliance in all material respects with such laws, rules and regulations, if a determination is
made that the Company was in material violation of such laws, rules or regulations, its business, financial
position or results of operations could be materially adversely affected.

As discussed under Medicare, Medicaid and Other Revenues starting on page 13, the BBA has had the effect
of reducing payments to hospitals and other health care providers under Medicare programs. The reductions in
payments and other changes mandated by the BBA, have had a significant impact on the Company’s revenues
under Medicare programs. In addition, there continue to be federal and state proposals that would, and actions
that do, impose more limitations on payments to providers such as Tenet and proposals to increase copayments
and deductibles from patients.

Tenet’s facilities also are affected by controls imposed by government and private payors designed to reduce
admissions and lengths of stay. For all providers, such controls, including what is commonly referred to as
“utilization review,” have resulted in fewer treatments and procedures being performed. Utilization review
entails the review of the admission and course of treatment of a patient by a third party. Utilization review by
third-party peer review organizations (“PROs”) is required in connection with the provision of care paid for by
Medicare and Medicaid. Utilization review by third parties also is a requirement of many managed care
arrangements.

Many states have enacted or are considering enacting measures that are designed to reduce their Medicaid
expenditures and to make certain changes to private health care insurance. Various states have applied, or are
considering applying, for a federal waiver from current Medicaid regulations to allow them to serve some of
their Medicaid participants through managed care providers. Texas was denied a waiver under Section 1115 of
the BBA but has implemented regional managed care programs under a more limited waiver. Texas also has
applied for federal funds for children’s health programs under the BBA. Louisiana is considering wider use of
managed care for its Medicaid population. California has created a voluntary health insurance purchasing
cooperative that seeks to make health care coverage more affordable for businesses with five to 50 employees,
and changed the payment system for participants in its Medicaid program in certain counties from fee-for-
service arrangements to managed care plans. Florida also has legisiation, and other states are considering
adopting legislation, imposing a tax on net revenues of hospitals to help finance or expand the provision of
health care to uninsured and underinsured persons. A number of other states are considering the enactment of
managed care initiatives designed to provide universal low-cost coverage. These proposals also may attempt to
include coverage for some people who currently are uninsured.




Certificate of Need Requirements

Some states require state approval for construction and expansion of health care facilities, including findings
of need for additional or expanded health care facilities or services. Certificates of Need, which are issued by
governmental agencies with jurisdiction over health care facilities, are at times required for capital expenditures
exceeding a prescribed amount, changes in bed capacity or services and certain other matters. Following a
number of years of decline, the number of states requiring Certificates of Need is once again on the rise as state
legislators once again are looking at the Certificate of Need process as a way to contain rising health care costs.
At May 31, 2002, Tenet operated hospitals in 12 states that require state approval under Certificate of Need
programs. Tenet is unable to predict whether it will be able to obtain any Certificates of Need in any jurisdiction
where such Certificates of Need are required.

Antikickback and Self-Referral Regulations

The health care industry is subject to extensive federal, state and local regulation relating to licensure,
conduct of operations, ownership of facilities, addition of facilities and services and prices for services. In
particular, Medicare and Medicaid antikickback and antifraud and abuse amendments codified under
Section 1128B(b) of the Social Security Act (the “Antikickback Amendments”) prohibit certain business
practices and relationships that might affect the provision and cost of health care services payable under the
Medicare, Medicaid and other government programs, inctuding the payment or receipt of remuneration for the
referral of patients whose care will be paid for by such programs. Sanctions for violating the Antikickback
Amendments include criminal penalties and civil sanctions, including fines and possible exclusion from
government programs such as Medicare and Medicaid. Many states have statutes similar to the federal
Anitikickback Amendments, except that the state statutes usually apply to referrals for services reimbursed by
all third-party payors, not just federal programs.

In addition, it is a violation of the Federal Civil Monetary Penalties Law to offer or transfer anything of
value to Medicare or Medicaid beneficiaries that is likely to influence their decision to obtain covered goods or
services from one provider or service over another.

In addition to addressing other matters, as discussed below, the Health Insurance Portability and
Accountability Act of 1996 (“HIPAA”) amends Title X1 (42 U.S.C. 1301 et seq.) to broaden the scope of
current fraud and abuse laws to include all health plans, whether or not payments under such health plans are
made pursuant to a federal program.

Section 1877 of the Social Security Act (commonly referred to as the “Stark” laws) restricts referrals by
physicians of Medicare or Medicaid patients to providers of a broad range of designated health services with
which they or an immediate family member have ownership or certain other financial arrangements, unless one
of several exceptions applies. These exceptions cover a broad range of common financial relationships. These
statutory and regulatory exceptions are available to protect certain employment relationships, leases, group
practice arrangements, medical directorships, and other common relationships between physicians and
providers of designated health services. A violation of the Stark laws may result in a denial of payment,
required refunds to patients and to the Medicare program, civil monetary penalties of up to $15,000 for each
violation, civil monetary penalties of up to $100,000 for “sham” arrangements, civil monetary penalties of up to
$10,000 for each day in which an entity fails to report required information and exclusion from participation in
the Medicare, Medicaid and other federal programs. Many states have adopted or are considering similar
legistative proposals, some of which extend beyond the Medicaid program to prohibit the payment or receipt of
remuneration for the referral of patients and physician self-referrals regardless of the source of the payment for
the care. Tenet’s participation in and development of joint ventures and other financial relationships with
physicians could be adversely affected by these amendments and similar state enactments.




On January 4, 2001, the Department of Health and Human Services (“HHS”) issued finai regulations, subject
to comment, intended to clarify parts of the Stark laws and some of the exceptions to them. These regulations
are considered the first phase of a two-phase process, with the remaining regulations to be published at an
unknown future date. While HHS may add new exceptions to the final regulations, the current statutory
exceptions, discussed above, will continue to be available. The Company cannot predict the final form that
these regulations will take or the effect that the final regulations will have on its operations.

The federal government has issued regulations that describe some of the conduct and business relationships
that are permissible under the Antikickback Amendments (“Safe Harbors”). The fact that certain conduct or a
given business arrangement does not fall within a Safe Harbor does not render the conduct or business
arrangement per se illegal under the Antikickback Amendments. Such conduct and business arrangements,
however, do risk increased scrutiny by government enforcement authorities. Tenet may be less willing than
some of its competitors to enter into conduct or business arrangements that do not clearly satisfy the Safe
Harbors. Passing up certain of those opportunities of which its competitors are willing to take advantage may
put Tenet at a competitive disadvantage. Tenet has a voluntary regulatory compliance program and
systematically reviews all of its operations to ensure that they comply with federal and state laws related to
health care, such as the Antikickback Amendments, the Stark laws and similar state statutes.

Both federal and state government agencies continue heightened and coordinated civil and criminal
enforcement efforts against the health care industry. As part of an announced work plan, which is implemented
through the use of national initiatives against health care providers, including the Company, the government is
scrutinizing, among other things, the terms of acquisitions of physician practices and the coding practices
related to certain clinical laboratory procedures and inpatient procedures. The Company believes that the health
care industry will continue to be subject to increased government scrutiny and investigations such as this.

Another trend impacting health care providers, including the Company, is the increased use of the False
Claims Act, particularly by individuals who bring actions. Such qui tam or “whistleblower” actions allow
private individuals to bring actions on behalf of the government alleging that a hospital has defrauded the
federal government. If the government intervenes in the action and prevails the defendant may be required to
pay three times the actual damages sustained by the government, plus mandatory civil penalties of between
$5,500 and $11,000 for each false claim submitted to the government. As part of the resolution of a gui tam
case, the party filing the initial complaint may share in a portion of any settlement or judgment. If the
government does not intervene in the action, the qui tam plaintiff may pursue the action independently.
Although companies in the health care industry in general, and the Company in particular, have been and may
continue to be subject to gui tam actions, the Company is unable to predict the impact of such actions on its
business, financial position or results of operations.

The Company is unable to predict the future course of federal, state and local regulation or legislation,
including Medicare and Medicaid statutes and regulations. Further changes in the regulatory framework could
have a material adverse effect on the Company’s business, financial position or results of operations.




HIPAA

HIPAA mandates the adoption of standards for the exchange of electronic health information in an effort to
encourage overall administrative simplification and enhance the effectiveness and efficiency of the health care
industry. Ensuring privacy and security of patient information — “accountability” — is one of the key factors
driving the legislation. The other major factor — “portability” — refers to Congress’ intention to ensure that
individuals may take their medical and insurance records with them when they change employers.

In August 2000, HHS issued final regulations establishing electronic data transmission standards that health
care providers must use when submitting or receiving certain health care data electronically. All affected
entities, including Tenet, are required to comply with these regulations by October 16, 2002.

On December 27, 2001, President Bush signed into law H.R. 3323, the Administrative Simplification
Compliance Act (the “ASCA”). The ASCA requires that, by October 16, 2002, hospitals and other covered
entities must either: (1) be in compliance with the electronic data transmission standards under HIPAA, or (2)
submit a summary plan to the Secretary of HHS describing how the entity will come into full compliance with
the standards by October 16, 2003. Tenet continues to work toward compliance with the electronic data
transmission standards. Tenet will submit a summary plan to the Secretary of HHS and will be in compliance
with the standards by October 16, 2003.

In December 2000, HHS issued final regulations concerning the privacy of health care information. These
regulations regulate the use and disclosure of individuals’ health care information, whether communicated
electronically, on paper or verbally. All affected entities, including Tenet, are required to comply with these
regulations by Aprit 2003. The regulations also provide patients with significant new rights related to
understanding and controlling how their health information is used or disclosed.

Proposed security standards designed to ensure privacy and security of patient information were published
by HHS in August 1998, but they have not been finalized. The proposed security standards would require health
care providers to implement organizational and technical practices to protect the security of patient information.
Once the security regulations are finalized, the Company will have approximately two years to comply with
such regulations.

Although the enforcement provisions of HIPAA have not yet been finalized, sanctions are expected to
include criminal penalties and civil sanctions. The Company has established a plan and engaged the resources
necessary to comply with HIPAA. At this time, the Company anticipates that it will be able to fully comply
with those HIPAA regulations that have been issued and with the proposed regulations. Based on the existing
and proposed HIPAA regulations, the Company believes that the cost of its compliance with HIPAA will not
have a material adverse effect on its business, financial position or results of operations.

Environmental Regulations

The Company’s health care operations generate medical waste that must be disposed of in compliance with
federal, state and local environmental laws, rules and regulations. The Company’s operations, as well as the
Company’s purchases and sales of facilities, also are subject to compliance with various other environmental
laws, rules and regulations. The Company believes that the cost of such compliance will not have a material
adverse effect on its business, financial position or results of operations.
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Health Care Facility Licensing Requirements

Tenet’s health care facilities are subject to extensive federal, state and local legislation and regulation. In
order to maintain their operating licenses, health care facilities must comply with strict standards concerning
medical care, equipment and hygiene. Various licenses and permits also are required in order to dispense
narcotics, operate pharmacies, handle radioactive materials and operate certain equipment, Tenet’s health care
facilities hold all required governmental approvals, licenses and permits. Except for one small hospital that has
not sought to be accredited, each of Tenet’s facilities that is eligible for accreditation is fully accredited by the
JCAHO, CARF (in the case of rehabilitation hospitals), AOA (in the case of two hospitals) or another
appropriate accreditation agency. With such accreditation, the Company’s hospitals are eligible to participate in
government-sponsored provider programs such as the Medicare and Medicaid programs. The one hospital that
is not accredited participates in the Medicare program through a special waiver that must be renewed each year.

Utilization Review Compliance and Hospital Governance

Tenet’s health care facilities are subject to and comply with various forms of utilization review. In addition,
under the Medicare PPS, each state must have a PRO to carry out a federally mandated system of review of
Medicare patient admissions, treatments and discharges in general hospitals. Medical and surgical services and
practices are extensively supervised by committees of staff doctors at each health care facility, are overseen by
each health care facility’s local governing board, the members of which primarily are physicians and
community members, and are reviewed by Tenet’s quality assurance personnel. The local governing boards also
help maintain standards for quality care, develop long-range plans, establish, review and enforce practices and
procedures and approve the credentials and disciplining of medical staff members.

COMPLIANCE PROGRAM

The Company voluntarily maintains a multifaceted corporate compliance and ethics program that meets or
exceeds all applicable federal guidelines and industry standards. The program is designed to monitor and raise
awareness of various regulatory issues among employees, to stress the importance of complying with all
governmental laws and regulations and to promote the Company’s Standards of Conduct. As part of the
program, the Company provides annual ethics and compliance training to every employee. The Company also
provides additional compliance training in specialized areas to the employees responsible for these areas. The
program encourages all employees to report any potential or perceived violations to a toll-free telephone
hotline.
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MANAGEMENT

The executive officers of the Company who are not also directors as of July 31, 2002 are:

Name Position Age
David L. Dennis Vice Chairman, Chief Corporate Officer and

Chief Financial Officer in the Office of the President 53
Thomas B. Mackey Chief Operating Officer in the Office of the President 54
Raymond L. Mathiasen Executive Vice President and Chief Accounting Officer 59
Christi R. Sulzbach Executive Vice President and General Counsel 47

Mr. Dennis was elected to the position of Vice Chairman, Chief Corporate Officer and Chief Financial
Officer in the Office of the President, effective March 1, 2000. Mr. Dennis held various positions with
Donaldson, Lufkin and Jenrette (“DLJ”) from 1989 to 2000, including serving as the co-head of the Los
Angeles office from 1996 through February 2000. Before joining DLJ in 1989, Mr. Dennis spent nine years in a
number of positions with the investment banking division of Merrill Lynch Capital Markets. Mr. Dennis serves
as a director of Westwood One. He holds a bachelor’s degree in economics and finance from San Diego State
University and a M.B.A. in finance and corporate strategy from UCLA.

Mr. Mackey was elected Chief Operating Officer in the Office of the President on January 13, 1999.
Mr. Mackey has 25 years experience in the health care industry. He has held a variety of senior regional and
divisional management positions with Tenet since 1985, most recently serving as Executive Vice President,
Western Division from March 1995 to January 1999. Before joining Tenet, Mr. Mackey was vice president,
operations, for Greatwest Hospitals in California. He began his health care career at the University of
California, San Diego University Hospital. Mr. Mackey is a member of the board of directors of the Federation
of American Hospitals. Mr. Mackey holds a bachelor’s degree in industrial engineering from Northeastern
University and a M.B.A. from Cornell University.

Mr. Mathiasen was elected Executive Vice President on March 22, 1999. Since March 1996, Mr. Mathiasen
has been Chief Accounting Officer of the Company. From February 1994 to March 1996, Mr. Mathiasen served
as Senior Vice President and Chief Financial Officer of the Company and from September 1993 to
February 1994, Mr. Mathiasen served as Senior Vice President and acting Chief Financial Officer.

Mr. Mathiasen was elected to the position of Senior Vice President in 1990 and Chief Operating Financial
Officer in 1991. Prior to joining Tenet as a Vice President in 1985, he was a partner with Emst & Young.
Mr. Mathiasen holds a bachelor’s degree in accounting from California State University, Long Beach.

Ms. Sulzbach was elected Executive Vice President and General Counsel on February 22, 1999. Prior to that
appointment, Ms. Sulzbach served as Associate General Counsel in charge of compliance and litigation and as
Senior Vice President, Public Affairs. She joined Tenet in 1983 and has held a variety of positions in the law
department since that time. She serves on the boards of directors of the Federation of American Hospitals, the
Los Angeles Chapter of the Federal Bar Association and Laguna Blanca School. Ms. Sulzbach holds bachelor
degrees in political science and psychology from the University of Southern California and a J.D. from Loyola
University in Los Angeles.
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PROFESSIONAL AND GENERAL LIABILITY INSURANCE

For years, through May 31, 2002, the Company insured substantially all of its professional and
comprehensive general liability risks in excess of self-insured retentions through a majority-owned insurance
subsidiary under a mature claims-made policy with a 10-year discovery period. These self-insured retentions
were $1 million per occurrence for the three years ended May 31, 2002, and in prior years varied by hospital
and by policy period from $500,000 to $5 million per occurrence. Risks in excess of $3 million per occurrence
were, in turn, reinsured with major independent insurance companies. Effective June 1, 2002, the Company,
along with another unrelated health care company, formed a new insurance subsidiary. This subsidiary insures
professional and general liability risks, in excess of a $2 million self-insured retention, under a first-year only
claims-made policy, and, in turn, reinsures its risks in excess of $5 million per occurrence with major
independent insurance companies.

In addition to the reserves recorded by the above insurance subsidiaries, the Company maintains reserves
based on actuarial estimates for the portion of its professional liability risks, including incurred but not reported
claims, for which it does not have insurance coverage. Reserves for losses and related expenses are estimated
using expected loss-reporting patterns and have been discounted to their present value using a discount rate of
7.5 percent. If actual payments of claims materially exceed projected estimates of claims, Tenet’s financial
position could be materially adversely affected.

FORWARD-LOOKING STATEMENTS

Certain statements contained in this Annual Report on Form 10-K, and the documents incorporated herein by
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reference, inciuding, without limitation, statements containing the words “believes”, “anticipates”, “expects”,
“will”, “may”, “might”, “should”, “surmises”, “estimates”, “intends”, “appears‘and words of similar import,
and statements regarding the Company’s business strategy and plans, constitute “forward-looking
statements*“within the meaning of the Private Securities Litigation Reform Act of 1995. Such forward-looking
statements are based on management’s current expectations and involve known and unknown risks,
uncertainties and other factors, many of which the Company is unable to predict or control, that may cause the
Company’s or the health care industry’s actual results, performance or achievements to be materially different
from those expressed or implied by such forward-looking statements. Such factors include, among others, the
following: general economic and business conditions, both nationally and regionally; industry capacity;
demographic changes; changes in, or the failure to comply with, laws and governmentai regulations; the ability
to enter into managed care provider arrangements on acceptable terms; changes in Medicare and Medicaid
payments or reimbursement, including those resulting from a shift from traditional reimbursement to managed
care plans; liability and other claims asserted against the Company; competition, including the Company’s
failure to attract patients to its hospitals; the loss of any significant customers; technological and pharmaceutical
improvements that increase the cost of providing, or reduce the demand for, health care; a shortage of raw
materials; a breakdown in the distribution process or other factors that may increase the Company’s cost of
supplies; changes in business strategy or development plans; the ability to attract and retain qualified personnel,
including physicians, nurses and other health care professionals, including the impact on the Company’s labor
expenses resuiting from a shortage of nurses and/or other health care professionals; the significant indebtedness
of the Company; the availability of professional liability insurance coverage at current levels; the availability of
suitable acquisition opportunities and the length of time it takes to accomplish acquisitions; the Company’s
ability to integrate new businesses with its existing operations; the availability and terms of capital to fund the
expansion of the Company’s business, including the acquisition of additional facilities and certain additional
factors, risks and uncertainties discussed in this Annual Report on Form 10-K and the documents incorporated
herein by reference. Given these
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uncertainties, investors and prospective investors are cautioned not to rely on such forward-looking statements.
The Company disclaims any obligation, and makes no promise, to update any such factors or forward-looking
statements or to publicly announce the results of any revisions to any such factors or forward-looking
statements, whether as a result of changes in underlying factors, to reflect new information as a result of the
occurrence of events or developments or otherwise.

Item 2. Properties.
The response to this item is included in Item 1.
Item 3. Legal Proceedings.

The Company is subject to claims and lawsuits in its normal course of business. The Company believes that
its liability for damages resulting from such claims and fawsuits is adequately covered by insurance or is
adequately provided for in its consolidated financial statements. Although the results of these claims and
lawsuits cannot be predicted with certainty, the Company believes that the ultimate resolution of these claims
and lawsuits will not have a material adverse effect on the Company’s business, financial position or results of
operations.

Item 4. Submission of Matters to a Vote of Security Holders.
None.
PART 11
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters.

The response to this item is included on page 53 of the Registrant’s Annual Report to Shareholders for the
year ended May 31, 2002. The required information hereby is incorporated by reference.

Ttem 6. Selected Financial Data.

The response to this item is included on page 9 of the Registrant’s Annual Report to Shareholders for the
year ended May 31, 2002. The required information hereby is incorporated by reference.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The response to this item is included on pages 10 through 23 of the Registrant’s Annual Report to
Shareholders for the year ended May 31, 2002. The required information hereby is incorporated by reference.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The response to this item is included on pages 21 and 22 of the Registrant’s Annual Report to Shareholders
for the fiscal year ended May 31, 2002. The required information hereby is incorporated by reference.
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Item 8. Financial Statements and Supplementary Data.

The response to this item is included on pages 25 through 53 of the Registrant’s Annual Report to
Shareholders for the fiscal year ended May 31, 2002. The required information hereby is incorporated by
reference.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None.
PART 111
Items 10 and 11. Directors and Executive Officers of the Registrant; Executive Compensation.

Information concerning the directors of the Registrant, including executive officers of the Registrant who
also are directors, compensation and other information required by Item 10 is included on pages 2 through 16
and 35 of the definitive Proxy Statement for the Registrant’s 2002 Annual Meeting of Shareholders and hereby
is incorporated by reference. Similar information required by Item 10 regarding executive officers of the
Registrant who are not directors is set forth on page 21 above. Information regarding compensation of executive
officers of the Registrant and other information required by Item 11 is included on pages 17 through 23 and
pages 28 through 32 of the definitive Proxy Statement for the Registrant’s 2002 Annual Meeting of
Shareholders and hereby is incorporated by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

Information concerning security ownership of certain beneficial owners and management required by Item
12 is included on pages 7 and 8 and pages 33 and 34 of the definitive Proxy Statement for the Registrant’s 2002
Annual Meeting of Shareholders and hereby is incorporated by reference.

In fiscal years 2000 and 2001, the Company granted options to its employees under its 1999 Broad-Based
Stock Incentive Plan (the “Broad-Based Plan”), which was adopted by the Company’s Board of Directors (the
“Board”) on July 28, 1999 and amended and restated by the Board on May 24, 2000. The Broad-Based Plan
was not submitted to the Company’s shareholders for approval. With the approval by the Company’s
shareholders of its 2001 Stock Incentive Plan (the “2001 Plan”) at the 2001 Annual Meeting of Shareholders,
the Company discontinued the grant of any additional options under the Broad-Based Plan. The Company
currently grants stock options only under the 2001 Plan. Awards granted under the Broad-Based Plan vest and
may be exercised as determined by the Compensation Committee of the Board. In the event of a change of
control, the Compensation Committee may, in its sole discretion, without obtaining shareholder approval,
accelerate the vesting or performance periods of the awards. Although the Broad-Based Plan authorized, in
addition to options, the grant of appreciation rights, performance units, restricted units and cash bonus awards,
only nonqualified stock options were granted under the Broad-Based Plan. All options were granted with an
exercise price equal to the closing price of the Company’s common stock on the date of grant. Options normally
are exercisable at the rate of one-~third per year beginning one year from the date of grant and generally expire
10 years from the date of grant.

The following table summarizes certain information with respect to the Company’s equity compensation
plans pursuant to which options remain outstanding as of May 31, 2002. The share amounts have been adjusted
to reflect the 3-for-2 split of Tenet’s common stock that became effective after the close of trading on June 28,
2002.
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)

(a) {b} Number of securities
remaining available
Number of Weighted- for future issuance
securities to be average under equity
issued upon exercise exercise price of compensation plans
of outstanding outstanding excluding securities
Plan Category options options reflected in column (a)
Equity compensation plans approved 30,736,136 $26.93 49,908,830
by shareholders
Equity compensation plans not 9,660,437 $20.73 _
approved by shareholders
Total 40,396,572 $25.45 49,908,830

Item 13. Certain Relationships and Related Transactions.

The response to this item is included on pages 32 and 33 of the definitive Proxy Statement for the
Registrant’s 2002 Annual Meeting of Shareholders. The required information hereby is incorporated by
reference.

PART IV
Item 14, Exhibits, Financial Statements, Schedules and Reports on Form 8-K.
(a) 1. Financial Statements.

The consolidated financial statements to be included in Part II, Item 8, are incorporated by reference to the
Registrant’s 2002 Annual Report to Shareholders for the fiscal year ended May 31, 2002. (See Exhibit (13))

2. Financial Statement Schedules.
Schedule 1I-Valuation and Qualifying Accounts (included on page 31).

All other schedules and Condensed Financial Statements of Registrant are omitted because they are not
applicable or not required or because the required information is included in the consolidated financial
statements or notes thereto.

3. Exhibits.
(3) Articles of Incorporation and Bylaws

(a)  Restated Articles of Incorporation of Registrant, as amended October 13, 1987 and June 22, 1995
(Incorporated by reference to Exhibit 3(a) to Registrant’s Annual Report on Form 10-K, dated
August 15, 2000, for the fiscal year ended May 31, 2000)
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(b

Restated Bylaws of Registrant, as amended July 25, 2001 (Incorporated by reference to Exhibit 3
(b) to Registrant’s Annual Report on Form10-K, dated August 20, 2001, for the fiscal year ended
May 31, 2001)

(4) Instruments Defining the Rights of Security Holders, Including Indentures

(a)

&

(€

@

O]

®

(8

(h)

0}

(k)

Indenture, dated as of October 16, 1995, between Tenet and The Bank of New York, as Trustee,
relating to 8 5/8% Senior Notes due 2003 (Incorporated by reference to Exhibit 4(a) to
Registrant’s Annual Report on Form 10-K, dated August 20, 2001, for the fiscal year ended May
31, 2001)

First Supplemental Indenture, dated as of October 30, 1995, between Tenet and The Bank of New
York, as Trustee, relating to 8 5/8% Senior Notes due 2003

Second Supplemental Indenture, dated as of August 21, 1997, between Tenet and The Bank of
New York, as Trustee, relating to 8 5/8% Senior Notes due 2003

Third Supplemental Indenture, dated as of November 14, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 8 5/8% Senior Notes due 2003 (Incorporated by reference to
Exhibit 2.5 to Registrant’s Registration Statement on Form 8-A, dated January 7, 2002)

Indenture, dated January 15, 1997, between Tenet and The Bank of New York, as Trustee, relating
to 7 7/8% Senior Notes due 2003

First Supplemental Indenture, dated as of November 13, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 7 7/8% Senior Notes due 2003 (Incorporated by reference to
Exhibit 2.8 to Registrant’s Registration Statement on Form 8-A, dated January 7, 2002)

Indenture, dated January 15, 1997, between Tenet and The Bank of New York, as Trustee, relating
to 8% Senior Notes due 2005

First Supplemental Indenture, dated as of November 13, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 8% Senior Notes due 2005 (Incorporated by reference to Exhibit
2.10 to Registrant’s Registration Statement on Form 8-A, dated January 7, 2002)

Indenture, dated May 21, 1998, between Tenet and The Bank of New York, as Trustee relating to
8 1/8% Senior Subordinated Notes due 2008 (Incorporated by reference to Exhibit 4(p) to
Registrant’s Annual Report on Form 10-K, dated August 28, 1998, for the fiscal year ended May
31, 1998)

First Supplemental Indenture, dated March 18, 2002, between Tenet and The Bank of New York,
as Trustee, relating to 8 1/8% Senior Subordinated Notes due 2008 (Incorporated by reference to
Exhibit 4(b) to Registrant’s Quarterly Report on Form 10-Q, dated April 12, 2002, for the
quarterly period ended February 28, 2002)

Indenture, dated as of November 6, 2001, between Tenet and The Bank of New York, as Trustee
(Incorporated by reference to Exhibit 4.1 to Registrant’s Current Report on Form 8-K, dated
November 6, 2001)
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(m)

)

(o)
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First Supplemental Indenture, dated as of November 6, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 5 3/8% Senior Notes due 2006 (Incorporated by reference to
Exhibit 4.2 1o Registrant’s Current Report on Form 8-K, dated November 6, 2001)

Second Supplemental Indenture, dated as of November 6, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 6 3/8% Senior Notes due 2011 (Incorporated by reference to
Exhibit 4.3 to Registrant’s Current Report on Form 8-K, dated November 6, 2001)

Third Supplemental Indenture, dated as of November 6, 2001, between Tenet and The Bank of
New York, as Trustee, relating to 6 7/8% Senior Notes due 2031 (Incorporated by reference to
Exhibit 4.4 to Registrant’s Current Report on Form 8-K, dated November 6, 2001)

Fourth Supplemental Indenture, dated March 7, 2002, between Tenet and The Bank of New York,
as Trustee, relating to 6 1/2% Senior Notes due 2012 (Incorporated by reference to Exhibit 4.3 to
Registrant’s Current Report on Form 8-K, dated March 7, 2002)

Fifth Supplemental Indenture, dated June 25, 2002, between Tenet and The Bank of New York, as
Trustee, relating to 5% Senior Notes due 2007 (Incorporated by reference to Exhibit 4.3 to
Registrant’s Current Report on Form 8-K, dated June 25, 2002)

(10) Material Contracts

(a)

®

(c)

@

$1,500,000,000 Five-Year Credit Agreement, dated as of March 1, 2001, as amended by
Amendment No. 1, dated as of October 10, 2001, among the Company, as Borrower, the Lenders,
Managing Agents and Co-Agents party thereto, the Swingline Bank party thereto, The Bank of
New York, The Bank of Nova Scotia and Salomon Smith Barney, Inc. as Documentation Agents,
Bank of America, N.A. as Syndication Agent and Morgan Guaranty Trust Company of New York
as Administrative Agent (Incorporated by reference to Exhibit 10(a) to Registrant’s Quarterly
Report on Form 10-Q, dated January 14, 2002, for the fiscal quarter ended November 30, 2001)

$500,000,000 364-Day Credit Agreement, dated as of March 1, 2001, as amended by Amendment
No. 1, dated as of October 10, 2001 and amended and restated as of February 28, 2002, among the
Company, as Borrower, the Lenders, Managing Agents and Co-Agents party thereto, The Bank of
New York, The Bank of Nova Scotia and Salomon Smith Barney, Inc. as Documentation Agents,
Bank of America, N.A., as Syndication Agent and Morgan Guaranty Trust Company of New York
as Administrative Agent (Incorporated by reference to Exhibit 10(a) to Registrant’s Quarterly
Report on Form 10-Q, dated April 12, 2002, for the fiscal quarter ended February 28, 2002)

Letter from the Registrant to Jeffrey C. Barbakow, dated May 26, 1993 (Incorporated by reference
to Exhibit 10(h) to Registrant’s Annual Report on Form 10-K, dated August 26, 1999, for the
fiscal year ended May 31, 1999)

Letter from the Registrant to Jeffrey C. Barbakow, dated June 1, 1993 (Incorporated by reference
to Exhibit 10(i) to Registrant’s Annual Report on Form 10-K, dated August 26, 1999, for the fiscal
year ended May 31, 1999)
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Memorandum from the Registrant to Jeffrey C. Barbakow, dated June 14, 1993 (Incorporated by
reference to Exhibit 10(j) to Registrant’s Annual Report on Form 10-K, dated August 26, 1999,
for the fiscal year ended May 31, 1999)

Memorandum of Understanding, dated May 21, 1996, from Jeffrey C. Barbakow to the Company
(Incorporated by reference to Exhibit 10(f) to Registrant’s Annual Report on Form 10-K, dated
August 20, 2001, for the fiscal year ended May 31, 2001)

Deferred Compensation Agreement, dated May 31, 1997, between Jeffrey C. Barbakow and the
Company (Incorporated by reference to Exhibit 10(1) to Registrant’s Annual Report on Form 10-
K, dated August 28, 1998, for the fiscal year ended May 31, 1998)

Memorandum of Understanding, dated June 1, 2001, from Jeffrey C. Barbakow to the Company
(Incorporated by reference to Exhibit 10(h) to Registrant’s Annual Report on form 10-K, dated
August 20, 2001, for the fiscal year ended May 31, 2001)

Letter from the Company to David L. Dennis, dated February 18, 2000 (Incorporated by reference
to Exhibit 10(j) to Registrant’s Annual Report on Form 10-K, dated August 15, 2000, for the fiscal
year ended May 31, 2000)

Letter from the Company to Thomas B. Mackey, dated January 13, 1999 (Incorporated by
reference to Exhibit 10(p) to Registrant’s Annual Report on Form 10-K, dated August 26, 1999,
for the fiscal year ended May 31, 1999)

Executive Officers Relocation Protection Agreement (Incorporated by reference to Exhibit 10(1) to
Registrant’s Annual Report on Form 10-K, dated August 20, 2001, for the fiscal year ended May
31, 2001)

Severance Protection Plan for Executive Officers (Incorporated by reference to Exhibit 10(m) to
Registrant’s Annual Report on Form 10-K, dated August 20, 2001, for the fiscal year ended May
31,2001)

Board of Directors Retirement Plan, effective January 1, 1985, as amended August 18, 1993, April
25, 1994 and July 30, 1997 (Incorporated by reference to Exhibit 10(p) to Registrant’s Annual
Report on Form 10-K, dated August 28, 1998, for the fiscal year ended May 31, 1998)

Tenet Healthcare Corporation Amended and Restated Supplemental ExecutiveRetirement Plan
Third Amended and Restated Tenet 2001 Deferred Compensation Plan

Second Amended and Restated Tenet Executive Deferred Compensation Plans Trust (Incorporated
by reference to Exhibit 10(r) to Registrant’s Annua! Report on Form 10- K, dated August 20,
2001, for the fiscal year ended May 31, 2001)

Tenet Healthcare Corporation Second Amended and Restated 1994 Directors Stock Option Plan
(Incorporated by reference to Exhibit 10(s) to Registrant’s Annual Report on Form 10-K, dated
August 20, 2001, for the fiscal year ended May 31, 2001)
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(r) 1991 Stock Incentive Plan (Incorporated by reference to Exhibit 10(t) to Registrant’s Annual
Report on Form 10-K, dated August 20, 2001, for the fiscal year ended May 31, 2001)

(s)  Amended and Restated 1995 Stock Incentive Plan

(t)  First Amended and Restated Tenet Healthcare Corporation 1999 Broad-Based Stock Incentive
Plan

(u)  Tenet Healthcare Corporation 2001 Stock Incentive Plan (Incorporated by reference to Appendix
A to Registrant’s Definitive Proxy Statement, dated August 20, 2001, for the Annual Meeting of
Shareholders held on October 10, 2001)

(v)  Tenet Healthcare Corporation 2001 Annual Incentive Plan (Incorporated by reference to Appendix
B to Registrant’s Definitive Proxy Statement, dated August 20, 2001, for the Annual Meeting of
Shareholders held on October 10, 2001)
(13) 2002 Annual Report to Shareholders of Registrant
(21) Subsidiaries of the Registrant
(23) Consent of Experts

(a)  Accountants’ Consent and Report on Consolidated Schedule (KPMG LLP)

(99.1) Certification of Chief Executive Officer Pursuant to Section1350 of Chapter 63 of Title 18 of the
United States Code

(99.2) Certification of Chief Financial Officer Pursuant to Section 1350 of Chapter 63 of Title 18 of the
United States Code

(b) Reports on Form 8-K

The Company filed two reports on Form 8-K during the last quarter of fiscal year 2002. An 8-K, dated
March 7, 2002, reported the Company’s completion of an offering of $600,000,000 aggregate principal amount
of its 6 1/2% Senior Notes due 2012 pursuant to its existing $2,000,000,000 shelf registration statement. An 8-
K, dated May 22, 2002, reported the Company’s approval of a 3-for-2 split of its common stock and
corresponding reduction in the par value of the common stock from $.075 per share to $.050 per share, effective
as of the close of trading on June 28, 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized, on August 15, 2002.

TENET HEALTHCARE CORPORATION

By:
el AAL s =
David L. Dennis ond L. Mathiasen
Vice Chairman, Chief Corporate Officer and Chief Executive Vice President and
Financial Officer Chief Accounting Olfficer
(Principal Financial Officer) (Principal Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below on August 15, 2002, by the following persons on behalf of the registrant and in the capacities
indicated:

Title

Chairman, Chief Executive Officer and
Director (Principal Executive Officer)

‘ y C. Babakw
% /V(/@‘M/ /ﬁ Director

Lawrence Biondi, S.J.

e Byodte;

ice B. Bratter
( Director

v
Sanford Cloud, Jr.

Director

Director

7 V(V"
Magtice J. DeWald

pfilo s

Van B. Honeycutt




Director

%Aé , f & Director

Lester B. Korn

Jdn o 79

Floyd D. Loop, M.D.

Director




TENET HEALTHCARE CORPORATION AND SUBSIDIARIES
SCHEDULE II--VALUATION AND QUALIFYING ACCOUNTS
Years Ended May 31, 2000, 2001 and 2002
(in millions)
Allowance for Doubtful Accounts

Additions Charged to:

Balance at

Beginning Costs and Other Other Balance at

of Period Expenses(1) Accounts Deductions(2) Items(3) End of Period
2000 $287 § 915 — $ (848) $4 $358
2001 358 904 — (930) 1 333
2002 333 1,044 — (1,062) 0 315

(1)  Before considering recoveries on accounts or notes previously written off.
(2)  Accounts written off.
(3)  Primarily beginning balances for purchased businesses, net of balances for businesses sold.
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CERTIFICATION PURSUANT TO SECTION 1350 OF CHAPTER 63
OF TITLE 18 OF THE UNITED STATES CODE

[, Jeffrey C. Barbakow, the Chairman and Chief Executive Officer of Tenet Healthcare
Corporation, certify (i) that the Annual Report on Form 10-K for the fiscal year ended May 31,
2002 (the “Form 10-K”), filed with the Securities and Exchange Commission on August 14,
2002, fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934 and (ii) the information contained in the Form 10-K fairly presents, in all material
respects, the financial condition and results of operations of Tenet Healthcare Corporation.

Je : C. Barbakow

August 14, 2002

The foregoing certification is being furnished solely pursuant to 18 U.S.C. §1350 and is
not being filed as part of the Form 10-K or as a separate disclosure document.




Exhibit 99.2

CERTIFICATION PURSUANT TO SECTION 1350 OF CHAPTER 63
OF TITLE 18 OF THE UNITED STATES CODE

I, David L. Dennis, the Vice Chairman, Chief Corporate Officer and Chief Financial
Officer in the Office of the President of Tenet Healthcare Corporation, certify (i) that the Annual
Report on Form 10-K for the fiscal year ended May 31, 2002 (the “Form 10-K”), filed with the
Securities and Exchange Commission on August 14, 2002, fully complies with the requirements
of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and (ii) the information
contained in the Form 10-K fairly presents, in all material respects, the financial condition and
results of operations of Tenet Healthcare Corporation.

Da

August 14, 2002

The foregoing certification is being furnished solely pursuant to 18 U.S.C. §1350 and is
not being filed as part of the Form 10-K or as a separate disclosure document.




